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PREFACE 


This book started a number of years ago with a question that I wanted 
to address: What will the organization of the future look like? I was in 
management consulting and was working with a number of large and 
important organizations that were facing a rapidly changing world. If 
there was an organizational form that would equip them to cope suc- 
cessfully with this change, what would it be? 

My answer was what I now call the Horizontal Organization, and over 
recent years it has been applied in a number of different kinds of firms 
and organizations with startlingly successful results. Although this book 
will describe the concept in detail, here is a brief description that will 
serve as a background to the rest of the book. 

Nearly all firms and organizations have as their mission the delivery 
of something of value to their customers. This can be a product or 
service, and the customer can be a purchaser of the product or service. 
But there are some organizations — such as government agencies — that 
deliver something of value to customers who don’t pay directly for it. 
However, they are just as much customers as those who buy products and 
services from commercial firms. Clearly, it is to the organizations’ advan- 
tage if they can deliver maximum value to the customer no matter how 
the customer is defined. The Horizontal Organization is designed to give 
organizations the structural form and integrated organizational approach 
that will allow them to deliver this value to customers. 



Thus, the delivery of value to customers is at the heart of the Hori- 
zontal Organization. I — and others — call it “delivering the value propo- 
sition.” Embedded in most organizations are core processes that are 
meant to deliver the value proposition. But in today’s vertically organized 
firms, the people who make the core process work are almost always 
grouped according to fragmented functions. Different functional groups, 
for example, develop products or services, manufacture or produce them, 
and market them. This fragmentation often hampers the delivery of the 
value proposition. 

The Horizontal Organization organizes around core process groups. 
All the people who work on a core process are brought together into a 
group that can easily coordinate its efforts and maximize the value of 
what it delivers to customers, This group, by incorporating people from 
a previously vertical organization, results in a much less hierarchical or- 
ganization, more customer-focused. It is, as its name suggests, a Horizon- 
tal Organization. 

How does the Horizontal Organization differ from other models that 
have been offered in recent years? It is more comprehensive in that it 
incorporates elements of some of the existing concepts, such as process 
reengineering, individual empowerment, and teams. But it goes beyond 
them by providing an overall framework for the organization that inte- 
grates and makes use of the best of these ideas in a new structure that 
has been proved in practice. 

Is the Horizontal Organization a universal panacea? Not at all. In most 
cases, the delivery of a value proposition requires a combination of ap- 
proaches. For example, functions can help in some situations where deep 
technical expertise is required. My own view is that the organization of the 
future will very likely be a hybrid, utilizing a variety of approaches in combi- 
nations tailored to specific performance challenges. The Horizontal Orga- 
nization makes an important contribution here by increasing the range, 
power, and customization of solutions to these performance challenges. 

My intention in this book is to help readers understand what the Hor- 
izontal Organization is, how it works, how it can be developed, and how 
to decide where it can be effectively employed in any organization. 

October 1998 Frank Ostroff 
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ORGANIZATION? 

ALMOST EVERYONE 


Does this chart look familiar? It should. The diagram illustrates an or- 
ganizational design that has been the mainstay of business since the In- 
dustrial Revolution, helping to promote the efficient production of goods 
and the administration of government tasks for most of the twentieth 
century. It is an approach that I call the “vertical hierarchy,” which, as 
the name implies, comprises a tall authority structure with multiple re- 
porting levels and a decision-making apparatus that concentrates author- 
ity near the top. “Thinking” is delegated to management; “doing” is 
accomplished in a collection of functionally distinct departments popu- 
lated by individuals who tire focused on specialized and generally frag- 
mented tasks. 

The whole concept of an organization chart — what the French call an 
organigramme — long predates the Industrial Revolution, having been 
around in one form or another for centuries (diagrams outlining church 
hierarchy, for example, can be found in medieval churches in Spain). 
Study one of these skeletal configurations and you quickly see the reason 



for its longevity: Organization charts provide a tool for understanding 
how an enterprise operates. They can emphasize certain features and de- 
emphasize others, quickly allowing the viewer to know what positions 
exist, how these positions are grouped, how formal authority flows be- 
tween departments, and who answers to whom. 

More than just basic road maps for the interested observer, however, 
such charts also focus attention on the organizational design’s most im- 
portant building blocks — a distinction that belongs to the individual 
worker in the traditional vertical scheme. The single worker and his or 
her job become the foundation of performance in a vertical or functional 
hierarchy, and managers on higher levels are charged with matching the 
right people with the right tasks and evaluating and rewarding their per- 
formance. 1 

Movement in a vertical organization is either downward or upward. 
Because separate departments performing separate functions do all the 
work, the system naturally involves multiple handoffs that devour time 
and ineluctably focus inward on corporate politics and each department’s 
attainment of internal goals rather than outward on the production of 
products and services with value that continually satisfies and wins cus- 
tomers. 

Verticality is not always a negative force in business, of course. In fact, 
it is often attributed with maintaining the standard of corporate efficien- 
cy. The vertical organization, which assumes a bureaucratic shape domi- 
nated by functional departments, was brought to its productive apex by 
the Industrial Revolution, as manufacturing and industrial production 
grew more complex and involved the management of more and more 
workers. In the United States, for instance, the construction of the rail- 
roads in the 1840s quickly revealed a desperate need for some means of 
controlling and managing the work of engineers, builders, schedulers, 
and others. Because trains often ran on single tracks without adequate 
signaling, the potential for a disaster was always present. 

When a serious head-on collision of two passenger trains occurred in 
1841, in Westfield, Massachusetts, a public outcry went up for better man- 
agement and control. In response, the board of directors of the Western 
Railroad appointed a committee to make recommendations for manag- 
ing an increasingly complex operation. In its “Report on Avoiding Col- 
lisions and Governing the Employees,” the committee faulted the con- 
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ductor of one of the trains who had disregarded the company’s schedule; 
accordingly, the directors took steps to fix “definite responsibilities for 
each phase of the company’s business, drawing solid lines of authority 
and command for the railroad’s administration, maintenance, and op- 
eration.” 2 

Directly beneath the president of the Western, the general superin- 
tendent managed the work of three roadmasters, each heading a geo- 
graphical section of the railroad over which he had to operate a handcar 
every morning during the winter months to ensure that the tracks were 
clear. At the head of another side of the company, a master of transpor- 
tation in Springfield, Massachusetts, had responsibility for overseeing a 
group of managers who administered freight and passenger traffic, main- 
tained the engines, and even bought wood fuel for the locomotives. 3 

In The Visible Hand, a study of the rise of business managers in the 
United States, Alfred Chandler points to the Western Railroad as “the 
first American business enterprise to operate through a formal adminis- 
tration structure manned by full-time salaried managers.” 4 Other rail- 
roads followed the example of the Western, 5 so that by the mid- 
nineteenth century in the United States, near the time of the Civil War, 
American businesses were formalizing their chain of command and re- 
sponsibility through the vertical organizational design or chart. 

As the hierarchical organization evolved in the early twentieth century, 
it was deeply influenced by the principles of “scientific management,” 
the foremost explicator of which was Frederick Winslow Taylor. In re- 
sponse to the perceived behavioral problem called “soldiering” (that is, 
an attitude among workers that they should do the least amount of work 
in the longest time span), Taylor called for strong measures to reverse 
this deadly trend in business. Specifically, he saw the primary duty of the 
manager to increase efficiency by getting the most work out of a worker 
in the shortest possible time. By “scientifically” measuring productivity 
and setting high quotas, Taylor proposed an antidote to the “poisonous” 
type of management called “initiative and incentive,” whereby managers 
bribed workers into doing more by offering them higher wages or prom- 
ising them promotions. 6 Equipped with stopwatches and notepads, man- 
agers conducted time-and-motion studies on workers within disparate 
functional departments in order to increase productivity. Citing the case 
of some 600 laborers at the Bethlehem Steel Company, Taylor noted that 


WHO NEEDS THE HORIZONTAL ORGANIZATION? 5 



their improved productivity resulted from an “elaborate organization” 
guided by managers who were committed to the principles of so-called 
scientific management . 7 

Not surprisingly, organization designers have experimented with struc- 
tural configuration over the years, coming up with a number of variations. 
Surveying the multiplicity of approaches, organizational theorists have 
long recognized that there is no one “best” structure. They have shown — 
as part of what is called the “contingency approach” to organizational 
design — that organizational effectiveness improves when structure fits the 
particular demands of the situation . 8 But it is increasingly apparent that 
the long-favored vertical model is, by itself, no longer capable of meeting 
all the different needs of business. It has been rendered inadequate for 
today’s demanding competitive, technological, and workforce environ- 
ment by its inherent shortcomings. These include: 

■ Its internal focus on functional goals rather than an outward- 
looking concentration on delivering value and winning customers 

■ The loss of important information as knowledge travels up and 
down the multiple levels and across the functional departments 

■ The fragmentation of performance objectives brought about by 
a multitude of distinct and fragmented functional goals 

■ The added expense involved in coordinating the overly frag- 
mented work and departments 

■ The stifling of creativity and initiative of workers at lower levels 

That is why leading-edge corporations, such as those featured in this 
book, are turning to a cross-functional organization designed around 
end-to-end work flows, an approach I call the “horizontal organization.” 
It is a design ideally suited to a radically different business climate defined 
by new technology, intense global competition, a constantly changing 
marketplace, and the expanded aspirations of workers who are demand- 
ing increased participation and greater responsibility. 

Speed, service, total customer solutions, and flexibility are the watch- 
words if a company is to thrive in this new economy. The concept of a 
horizontal organization structured around a small number of end-to-end 
work, information, and material flows known as core processes is tailor-made 
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for helping a company reach its competitive peak. As we will see in chap- 
ter 3, the distinction between a core process and an ordinary, simple 
process is crucial. The former extends across a business and drives the 
achievement of fundamental performance objectives tied to an organi- 
zation’s strategy. Core processes, which number no more than three or 
four in the typical organization, are the catalysts that transform an or- 
ganization from the vertical to the horizontal, channeling all energies 
toward achieving customer satisfaction. 

This chapter will introduce you to the features of the horizontal ap- 
proach, and explain why it can help make your organization a winner. 

A Workplace Beset by Turmoil 

Whether we are business executives, middle managers, shop-floor work- 
ers, or simply consumers, none of us can ignore the profound changes 
that have occurred in the workplace over the past two decades. The mind- 
boggling technological progress that emphasizes computer-based integra- 
tion, coordination, and communication is apparent everywhere. Unfor- 
tunately, so is the troubling disintegration that gnaws away at virtually 
every area of our lives. 

Consider banking transactions in this age of the ubiquitous ATM. The 
few remaining humans who run the local bank branches oversee one 
aspect of your business while a maze of invisible back-office departments 
tends to others. Often no one person has responsibility for every part of 
a customer’s business, and this diffusion of accountability can be a night- 
mare for the consumer. You probably know, for example, how difficult 
it is to have checks directed to a new address after you have moved, or 
to correct an error in your account. The number of people in countless 
departments who have to make some contribution to the process can 
turn a simple transaction into endless torture. 

What is more, the effects reach well beyond the realm of personal 
annoyance and aggravation: The bank’s inefficiencies devour not only 
your time, but also its own, not to mention its profits and shareholder 
value. The problem is that your bank — like your insurance company, per- 
haps, or the airline you travel — is an organization still mired in the ver- 
tical mindset of the past. 

The vertical organization’s focus on internal functional goals means 


WHO NEEDS THE HORIZONTAL ORGANIZATION? 7 



that people are either looking upward, intent on pleasing the boss, or 
downward, occupied by supervising subordinates. Unfortunately, the 
most important angle of vision — the view out toward what the whole com- 
pany should be doing to win customers — is often obstructed by internal 
concerns. Furthermore, because separate units performing separate tasks 
do all the work, completing a project naturally requires multiple handoffs 
that waste valuable time and encourage fragmented, even conflicting, 
performance objectives, thereby raising costs, decreasing efficiency, and 
hindering coordination. In addition, the separation of tasks tends to em- 
phasize what is “optimal” for the individual unit or function rather than 
what is best for the entire organization. All in all, it does not produce a 
recipe for success in a highly competitive environment. 

The vertical hierarchy attained its status and thrived when the business 
landscape was relatively stable and predictable. So long as markets were 
steady, competition was primarily domestic, technology meant simple, 
special-purpose machines such as the typewriter, and labor was abundant 
and semi-skilled, the vertical hierarchy worked — and worked magnifi- 
cently. 

Change is always inevitable, as we know, but who could have predicted 
the magnitude of the transformation that has occurred over the past two 
decades, and how it would forever alter the business landscape? The col- 
lapse of borders, the wiring of the world, the need to tailor products to 
accommodate a diverse marketplace, and a clamor among available work- 
ers for more responsibility and job satisfaction — all this came together to 
make stability and predictability nothing more than a fond memory of a 
bygone era . 9 With inconstancy becoming the rule, a bureaucracy weight- 
ed down by supervisory layer upon supervisory layer and its clumsy ina- 
bility to coordinate efforts proved incapable of reacting with the speed 
needed to meet the varied and unrelenting demands of global markets 
and customers. 

To ward off any misconception, I must point out that a vertical, 
function-based organization can still be an appropriate choice, one that 
can work where demand for goods exceeds supplies or where worker 
skills are quite low — in lesser-developed countries, for example — or in 
situations where success demands technical expertise above all else, or 
where success depends on high-volume, standardized production. But by 
and large, the situations where the purely vertical model is appropriate 
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have narrowed considerably. Ironically, this narrowing resides, in part, in 
what was once the principal source of strength of the vertical organiza- 
tion: namely, the way in which it defines structure. 

By dividing large operations into functional departments, the vertical 
design guarantees fragmented tasks, overspecialization, fiefdoms, turf 
wars, the urge to control from the top — all the negatives that foster or- 
ganizational paralysis. Regrettably for late-twentieth-century corporations, 
verticality spawns a host of handicapped hierarchies at the very moment 
when business can least afford the resultant loss of speed and efficiency. 

A Design for Today . . . and for Tomorrow 

With the old order breaking down and organizations and their manage- 
ment staffs enmeshed in seeking new organizational forms, business 
thinkers have rushed in to fill the void, struggling to conceptualize and 
articulate what the twenty-first-century organization should look like in 
order to respond to the competitive, technological, and workforce de- 
mands of the new age. Although their efforts were well-intentioned, many 
early theorists often cloaked their valuable ideas in obscure terminology 
and metaphors — clusters, orchestras, inverted pyramids, and pizza pies, 
to name a few 10 — that were more metaphorical than they were actionable. 

To be sure, trail-blazing conceptualization is an important first step in 
explicating fundamental change, but the usefulness of metaphors is lim- 
ited when addressing the basic issue of how to move from abstract idea 
to workable design. At the end of the day, the question a manager needs 
to be able to answer is: How do I put together a performance-based or- 
ganization for the new era? Metaphors aside, the design solution remains 
firmly embedded in the way in which labor is divided into tasks and the 
tasks then coordinated to deliver quickly and efficiently an organization’s 
value proposition, which is the set of benefits that a business offers to 
convince customers to buy from it and to differentiate itself from its com- 
petitors. 

In short, structure is still critical to designing an efficient organization 
for the twenty-first or any other century, and certain essential points must 
be considered: Who goes where? What do they do? What are the positions 
and how are they grouped? What is the reporting sequence? What is each 
person accountable for? In other words, how does authority flow? Now 
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add to these the questions about the organization’s actual business: What 
does the company purport to do best? How does it accomplish that work 
and deliver its value proposition to the customer ? 11 These questions lead 
managers to the ultimate question: How does a company ’s organization propel 
it forward in its creation and delivery of that value proposition f 

Answering these basic questions while also offering an alternative set 
of organizational building blocks is the key to meeting the challenges 
bombarding business. The horizontal organization can help provide an- 
swers, and it does so within the framework of a cross-functional, inte- 
grated alignment of work and goals, “real-time” problem solving, and 
the continuous improvement in performance — the hallmarks of compet- 
itive advantage in the future. 

Exacdy what are the fundamental principles of the horizontal orga- 
nization? Simply stated, horizontal organizations: 

■ Organize around cross-functional core processes, not tasks or 
functions 

■ Install process owners or managers who will take responsibility 
for the core process in its endrety 

■ Make teams, not individuals, the cornerstone of organizational 
design and performance 

■ Decrease hierarchy by eliminating non-value-added work and by 
giving team members who are not necessarily senior managers the 
authority to make decisions directly related to their activities within 
the process flow 

■ Integrate with customers and suppliers 

■ Empower people by giving them the tools, skills, motivation, and 
authority to make decisions essential to the team’s performance 

■ Use information technology (IT) to help people reach perfor- 
mance objectives and deliver the value proposition to the customer 

■ Emphasize multiple competencies and train people to handle 
issues and work productively in cross-functional areas within the 
new organization 

■ Promote multiskilling, the ability to think creatively and respond 
flexibly to new challenges that arise in the work that teams do 
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■ Redesign functional departments or areas to work as “partners 
in process performance” with the core process groups 

■ Measure for end-of-process performance objectives (which are 
driven by the value proposition), as well as customer satisfaction, 
employee satisfaction, and financial contribution 

■ Build a corporate culture of openness, cooperation, and collab- 
oration, a culture that focuses on continuous performance improve- 
ment and values employee empowerment, responsibility, and well- 
being 

This is the horizontal organization in a nutshell. When properly ap- 
plied, these mutually-consistent, mutually-reinforcing, aligned principles 
enable a horizontal organization to perform effectively. They yield an 
organization capable of responding to today’s diverse challenges. What 
is more, a horizontal organization also leverages and integrates the per- 
formance improvement capabilities of many performance enablers intro- 
duced in recent years. That is, a horizontal organization reinforces — and 
is reinforced by — these performance enablers. 

Reengineering, total quality management, high-involvement work 
systems, continuous improvement — wonderful ideas all, but when ap- 
plied in isolated fashion, they provide only limited performance gains. 
One of the most appealing features of the horizontal organization, 
however, is the way in which it ties together the various performance 
enablers into an integrated, coherent, mutually reinforcing whole rath- 
er than presenting them in a laundry list of disconnected “one-offs.” A 
model of the new organization is finally emerging that helps make 
sense of these enablers and gives each of them a place in the context 
of an integrated whole where they can actually be seen as reinforcing 
one another. 

Reengineering, for example, produces the efficient and effective 
processes and work flows that are the necessary foundation of the cross- 
functional organization . 12 The reengineered processes also facilitate the 
identification of the skills, activities, and teams needed to achieve over- 
all performance goals. At the same time, the cross-functional, process- 
based design eliminates the structural boundaries that perpetuate hand- 
offs, conflicting objectives, and functional groupings of employees, 
thereby making the reengineering more successful. Most reengineering 
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efforts, even if they are done right, achieve one-time improvements in 
performance. The horizontal organization, on the other hand, provides 
the basis both for immediately improving the organization’s perfor- 
mance and for promoting continuous improvement over the long term. 

As those who have reengineered antiquated core processes and work 
systems have learned, real transformation involves a dual focus on pro- 
cesses and the organization at large. In a 1993 Harvard Business Review 
article, Gene Hall, Jim Rosenthal, and Judy Wade confirmed that both 
breadth of process and depth of business levers, including roles and re- 
sponsibilities, measurements and incentives, organization structure, in- 
formation technology and shared values and skills — meaning considera- 
tion of all of the seven S’s of structure, systems (information, technology, 
measurement), skills (people’s skills), shared values (behavior), staff, 
style, and strategy — were crucial for achieving performance improve- 
ments at the 20 companies studied for the article. 13 The horizontal or- 
ganization is the lubricant that facilitates the smooth alignment of all 
these pieces. 

This same kind of symbiotic relationship occurs with high- 
involvement work systems, too. Whereas empowered workers find that 
the fragmented and separated departments common to the vertical 
organization circumscribe their solution space and limit the kinds of 
activities they can work on, the cross-functional work of redesigned pro- 
cesses within the horizontal organization is ideally suited for empow- 
ered teams, about which much has been written recently. When seen in 
the context of a horizontal organization, teams are not just a good 
idea, they become an essential component of productivity and contin- 
uous improvement. That is because they can combine the human skills 
and experiences necessary to solve problems not only in real time but 
in cross-functional flows of work. 

Combining multiple skills and experiences as well as integrating activ- 
ities across a flow of work, these teams engage in real-time problem solv- 
ing and have the authority, information, training, and motivation to keep 
process performance on track to meet objectives. They help ensure that 
the improvements generated by reengineering will be ongoing and con- 
tinuous. As we will see in chapter 12, one of the hallmarks of the hori- 
zontal organization is continuous improvement, an achievement which 
eludes many reengineering efforts. 
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By helping each of the performance enablers to enhance and support 
the others in a mutually reinforcing and cumulative pattern, the hori- 
zontal organization dramatically enlarges the performance improvement 
possibilities envisioned by the creators of the various techniques. It is the 
missing piece of the map showing where business has been heading over 
two decades of change. Moreover, each of the 12 principles of the hori- 
zontal organization reinforces one another in an aligned, integrated way 
that covers the broad range of elements that have an impact on business 
performance. Indeed, these principles can be used to maximize perfor- 
mance. Formulating strategy first and then shaping the organization to 
deliver the value proposition, management can use the horizontal orga- 
nization — and all the approaches that it entails — as an executional en- 
gine to engender future growth. 

Strategy, Structure, Success 

A CEO, a middle manager, or anyone else involved in organizational 
design and change needs a clear picture of who goes where, what each 
person does, and how different parts of the organization relate to one 
another. When these structural links are missing or tenuous, managers 
find a daunting impediment to their attempts to transform the organi- 
zation. We know, for example, that teams will play an increasingly im- 
portant role in the twenty-first-century organization. We also know that 
teams constitute only one piece of the organization’s design puzzle. To 
stop there without trying to understand how the work of teams can be 
integrated to advance the performance of the corporate whole, or to 
blindly assume that a large corporation can perform effectively with hun- 
dreds of disconnected teams, without any sense of how to ensure that the 
teams are working in an integrated way that advances the performance 
of the entire entity, is nothing short of irresponsible. A large corporation 
simply cannot be 20,000 disconnected teams. 

What organizational approach can make sure that all the teams are 
heading in the same direction? To answer that question, management 
will need first to formulate an appropriate strategy for the entire orga- 
nization. 14 They must lay out in detail the value proposition and the one 
to five core processes that either are already in place or, more likely, will 
need to be identified, designed, and aligned in order to deliver compet- 
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itive advantage. In addition, managers must make sure that the contri- 
butions of individual teams are fully integrated toward that delivery and 
that team members are held accountable for performance goals. 

For the most part, such organization-wide structure has been sorely 
missing from transformational efforts in recent decades. The horizontal 
organization, however, not only presents an actionable picture of the 
organization of the future, but also provides the architecture needed to 
pull together all elements of organizational performance into an inte- 
grated whole. This need for a corporate architecture to configure the 
organization of the future cannot be ignored. Without it, would-be wiz- 
ards are stymied. 

Structure is not the only thing needed for transformational organi- 
zational design, of course, but its importance must not be overlooked. By 
itself, structure can inhibit performance because it touches upon a range 
of issues, from role clarity to accountability to leadership. Structure, by 
itself, can actually inhibit problem solving and innovative thinking, es- 
pecially when that structure is rigidly designed so that people in func- 
tional areas think only of departmental goals and performance measures 
rather than asking what is best for the organization as a whole. 

To be sure, structure can, and often does, shape what people feel 
ought to be emphasized in a company’s strategy. Specifically, organiza- 
tion can influence strategic choice. How? A company may be examining 
a number of strategies. If these strategies have equal probabilities of suc- 
cess, it may make sense to select the one the current organization is most 
capable of executing — that is, the one that would require the least or- 
ganizational change, disruption, or trauma and, therefore, risk. 

Another point: Where a person “sits” in the organizational structure 
influences what he or she sees as important. The vertical organization 
provides many examples of what happens to people whose vision becomes 
more and more narrow as resources allocated to the production and 
delivery of the value proposition are limited. It is not unreasonable to 
expect them to fight to protect their “turf” or special interests, often to 
the exclusion of what is best for the entire organization. The horizontal 
organization, on the other hand, encourages people to broaden their line 
of sight in order to understand how their work benefits the entire orga- 
nization. 

Charting the redesigned cross-functional work and assigning people 
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to carry out particular flows of work, for example, serve to define job 
descriptions and clarify roles. This clarity, in turn, helps people under- 
stand what their responsibilities are and what the measures of success are. 
People throughout the organization can direct their attention to what it 
takes to achieve competitive advantage and win customers, no longer 
wasting time in functions that focus on their own internal goals and that 
may not track with what the company as a whole needs to do to succeed. 

A horizontal structure also encourages communication and joint 
problem solving between areas that need to work together. Core process 
grouping allows employees from varied disciplines to know and under- 
stand one another. It encourages the development of “social bonds,” 
joint decision-making methodologies, and collaborative approaches, thus 
dissolving the functional barriers that have traditionally thwarted com- 
munication. New relationships and new cross-functional responsibilities 
also promote a broadening of workers’ scope, skills, and decision-making 
abilities. 

The very act of drawing an organization chart along cross-functional 
lines formalizes the new structure and sends a powerful signal, both in- 
side and outside the company, about the importance of cross-functional 
approaches. People look at the organigramme and realize that relationships 
have changed. Dissolving the old functional associations makes it much 
harder to slip back into the former way of doing things. Furthermore, a 
new design means that new leaders can more easily enable change and 
drive the cross-functional organization to meet new challenges. 

The first step in actually designing the new organization requires a 
thorough understanding of long-term goals because ultimate success re- 
quires what Dichter, Gagnon, and Alexander call “a rock-solid linkage” 
between what the company has to do to win desired customers in its 
chosen industry and the vehicle that is supposed to deliver that perfor- 
mance . 15 In other words, strategy must precede structure. 

To chart a horizontal organization aimed explicitly at executing strat- 
egy, you must first: 

■ Set a stretch or aspirational goal of where you want the company 
to be in, say, ten years. (This step seeks to prevent the ad hoc 
mindset and incremental thinking.) 

■ Choose new or existing businesses that support your goal. 


WHO NEEDS THE HORIZONTAL ORGANIZATION? 15 



■ Determine the desired customer segments in your chosen busi- 
nesses. 

■ Identify a unique value proposition — defined as the set of benefits 
you offer at a price attractive to customers and consistent with your 
financial goals — that gives you a competitive edge. 

You next determine where your current organization is failing to de- 
liver the value proposition, and then design an engine to bring it about — 
complete with leading-edge performance enablers that will remedy the 
shortcomings and propel you to competitive success. After defining the 
value proposition, you structure the work of the new horizontal organi- 
zation around the core processes, assigning responsibilities to groups or 
teams of empowered workers. The activity and work flows of the rede- 
signed processes dictate what skills and training the people who populate 
those core process groups will need. The resultant organization is one 
crafted specifically to deliver the distinctive bundle of benefits that sets 
you apart and causes consumers to seek out your product or service in- 
stead of your competitor’s. 

In a profound way, then, everything in the organization is focused on 
executing the strategy. You start by determining what success for the com- 
pany means, then use those criteria to evaluate and design every action 
and element required by the winning strategy. This amounts to a 180- 
degree turn from the traditional way of designing an organization around 
its functions, where there was a disconnect between the strategy and the 
people at the top who planned it, and those further down the ladder 
who actually executed it. In the horizontal organization, everyone meets 
in the middle and the strategy of the company becomes part of the every- 
day work. 

I do not mean to imply that a functional organization is totally inca- 
pable of contributing to the delivery of a value proposition. Far from it. 
Particularly noteworthy is its contribution when a value proposition re- 
quires — in whole or in part — the delivery of technical expertise. There 
are, however, specific characteristics of the horizontal organization’s fo- 
cus on the value proposition that distinguish it from the traditional ver- 
tical or functional organization: 

■ The horizontal organization directs the attention of every team, 
support group, database, technical expert, and functional group 


16 WHAT THE HORIZONTAL ORGANIZATION IS 



(retained from the vertical organization) toward the production 
and delivery of the value proposition. 

■ The value proposition directly drives the design and integration 
of all these elements, unlike the fragmented efforts of diverse func- 
tional groups in the traditional bureaucracy or vertical organiza- 
tion. 

■ The horizontal approach produces a much more robust, versa- 
tile, and finely tuned instrument. 

In contrast to the traditional bureaucracy, the horizontal organization 
does not group people according to monolithic skill bases or hold them 
accountable for functional goals. While a functional approach can con- 
tribute technical expertise to a value proposition, today there is a much 
larger range of value propositions that require more than simply tech- 
nical expertise. However, regardless of the value proposition, the pre- 
dominant approach to organization design to this point has remained 
largely unresponsive to the cross-functional challenges facing today’s 
companies — insisting on grouping people into functional departments. 
The horizontal approach, though, vastly expands organizational design 
“solution space” and allows organizations to be both determined by the 
value proposition and much more robustly capable of delivering the full 
range of value propositions (whether that requires horizontal, vertical, or 
some combination of approaches). To a large extent, and with the advent 
of the horizontal organization, organizational design can now truly be 
tailored to individual value propositions and shaped to deliver them. 
When the value proposition is the starting point — -just as it should be for 
all good organizational design — it directly determines which processes 
are chosen and what they are designed to achieve, which collections of 
multi-functional, multi-disciplinary competencies are needed, how people 
are arranged within the core process groups, and what the performance 
objectives should be. It even dictates how enabling applications such as 
information technology systems should be configured. 

For example, at the Ford Customer Service Division (FCSD), the core 
processes and process groups deemed critical were those necessary to 
deliver on the promise to “fix it right the first time, on time, at a com- 
petitive price in convenient locations.” That same value proposition was 
used to identify which processes were critical to its delivery, what the 
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processes were redesigned to achieve, which process groups had to 
be formed, what skills team members needed, what new accountabilities 
they would have, and what information-system requirements the division 
needed. 

The horizontal model allows designers to identify individuals with re- 
quired skills, combine (or not combine) them into teams at the work 
unit level, and then pull together teams or individuals into core process 
groups. The combinations are dictated by the redesigned process, which 
is dictated by the value proposition, which is dictated itself by what is 
needed to achieve competitive advantage. In other words, structure is 
derived from strategy to deliver success. 

When Solutions, Speed, and Service Count 

So who needs the horizontal organization? As I have already noted, it is 
not right in every instance. But in today’s competitive environment, the 
situations where it can prove valuable are so numerous that I feel confi- 
dent in stating, as in the chapter subtitle, that “almost everyone” can 
benefit from the horizontal structure. 

Specifically, the horizontal organization can dramatically improve per- 
formance for any company with cross-functional performance challenges. 
It is appropriate for companies that offer what I call “complete solu- 
tions” — that is, a product or service that depends on close, reciprocal 
integration of various areas within the organization such as procurement, 
inventory, marketing, and so forth. 

A horizontal structure would make it much easier for a consulting 
firm to draw on its cross-disciplinary skills in, say, information technology 
(IT), change management, and strategy so as to solve a client’s specific 
problem. “Customer-intimate” companies, too, would benefit because 
they specialize in providing whatever cross-functional expertise is re- 
quired to satisfy the unique needs of their customers . 16 

In addition, when speed is of the essence or when customer service is 
a central goal, the horizontal organization will prove invaluable. Speed is 
an intrinsic byproduct of the horizontal organization because of its cross- 
functional nature. Core process groups work in parallel and are riveted 
to a common goal, which eliminates handoffs and unnecessary steps, re- 
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duces fricdon, and encourages joint problem solving — all elements that 
increase speed. 

Speed itself, along with fewer handoffs and a tighter alignment of 
goals, goes a long way toward improving customer service and increasing 
satisfaction. But the horizontal organization does not stop there. Process- 
based teams tap the problem-solving capabilities of their multi-skilled 
members — and, in some cases, empowered case managers — to craft the 
integrated solutions that will deliver value and satisfy customers’ needs. 
Frontline workers not only have the skills to solve problems and satisfy 
customers in real time, they also have a greater sense of responsibility for 
doing so. After all, the inspiration for organizing horizontally springs 
from the concept of customer value: the desire to find out what the cus- 
tomer wants and needs and then to do a superior job in delivering it. If 
all the processes, in other words, are not customer focused, the redesign 
effort will likely disappoint all stakeholders. 

Perhaps the single most useful feature of the horizontal model is the 
way in which it allows an organization to mix and match both vertical 
and horizontal elements so as to customize a solution for a particular 
situation. Even if you determine that it is not feasible for your company 
to go entirely horizontal, you can still adopt the design in those areas 
where it is appropriate — creating what can be called a hybrid organiza- 
tion. 

For example, when the Xerox Corporation decided back in the early 
1990s to reposition itself as “the Document Company,” it concluded that 
it needed, in the words of Chairman and CEO Paul Allaire, “to change 
the basic architecture of the organization.” That meant moving away 
from the functional, top-down hierarchical arrangement that hindered 
responsiveness and accountability, and breaking into smaller, market- 
logical pieces. The result, as observed in greater detail in chapter 8, is a 
hybrid organization in which basic research and sales operations remain 
functional, while actual product design and development, manufacturing, 
and marketing have been restructured into horizontal, cross-functional 
business groups. 

By splitting into five business divisions that are further subdivided into 
approximately 40 business teams, the $18 billion office-products company 
has found the best of both worlds: Like a small company it is quick and 
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agile in its accountability and responsiveness to customer needs, but it 
still has the big-company advantages of scope, efficiency, and technical 
expertise. 

These advantages have been more than apparent on the bottom line, 
too. Both sales and earnings have risen dramatically since 1992, and Xe- 
rox has expanded its market presence with an array of new offerings. 
From Allaire’s vantage point, the hybrid structure is a much more effec- 
tive way of running an organization. 

Elsewhere, such corporate leaders as General Electric (GE), Motorola, 
and Barclays Bank have adapted the horizontal design to suit their par- 
ticular needs, developing hybrid structures that suggest the robustness of 
horizontal organizations. And in the public sector, the U.S. Department 
of Labor’s Occupational Safety and Health Administration (OSHA) has 
turned to the horizontal model to address long-standing problems in its 
field operations. These examples will be discussed in detail in later chap- 
ters. 

By giving organizations a choice of both a horizontal arrangement 
around core processes and a functionally oriented vertical approach, the 
design tool kit is enlarged, and design-tailoring possibilities are greatly 
increased. 

Out of the Mist 

With companies now able to use both functions and core processes where 
they are best suited, arranging them so that they can work well together, 
the picture of the twenty-first-century organization is coming more clearly 
into focus. Now managers can see how the pieces actually fit together in 
the redesigned organization. Having a coherent theory also provides a 
platform for dealing with issues spawned by the advent of a cross- 
functional business environment. Today we ask questions that ten years 
ago would never have crossed our minds — for example, how to maintain 
technical expertise in a cross-disciplinary world. And we are coming up 
with innovative solutions such as technical pools, best-practice databases, 
and technical centers of excellence, none of which existed a decade or 
so ago. Just as the architecture of buildings becomes ever more fantas- 
tic with the invention of new methods and materials that offer new pos- 
sibilities and solutions, the architecture of the business organization 
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is becoming ever more productive and innovative as new tools and meth- 
ods expand the parameters of design. 

Much of what I present with the horizontal organization is completely 
new. But in developing the theory of the horizontal organization, I also 
have been prodded by the ideas and creative solutions put forth by others 
over the past 20 or more years. 17 In the end, I have crafted what I believe 
to be the optimal form for redirecting corporate energies toward the 
challenges of today and tomorrow. The horizontal organization unleashes 
the productive possibilities of new management concepts and refocuses 
the corporate lens outward on delivering a distinctive value proposition 
to customers. By integrating performance enablers and reorganizing 
them around core processes, management is able to draw on the full 
potential of a company’s focused energies to beat competitors and win 
customers — all the while increasing the satisfaction and participation of 
its workers. 

Just as the vertical hierarchy met the demands and maximized the 
productive potential created by the Industrial Revolution, the horizontal 
organization is well suited to dealing with the challenges and capitalizing 
on the opportunities of the Information Age. The design’s adaptiveness — 
entirely horizontal in some situations or a hybridized combination of 
horizontal, vertical, and other organizational approaches elsewhere 18 — 
means that managers need not doubt their ability to succeed in this world 
of constantly changing demands and global competition. By holistically 
aligning all organizational elements — processes, people, skills — to deliver 
a company’s crucial value proposition, the horizontal model produces a 
company that is well equipped to process information, make decisions, 
deliver timely products and services, and sustain satisfying relationships 
with its markets and suppliers. In short, it is a company perfectly attuned 
to our times. 

Recently, much attention has been paid to the idea of a “balanced 
scorecard,” in which a company’s performance is evaluated in terms of 
shareholder return, customer satisfaction, internal business processes, 
and employee fulfillment. 19 The holistic approach of the horizontal or- 
ganization extends the concept of balance beyond measurement and 
management systems to produce an entirely balanced organization with all 
its elements aligned to deliver the triple promise: Customers win (they 
get what they want when they need it); management and shareholders 
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win (increased productivity means higher profitability); and employees 
win (high-involvement work systems counterbalance worker alienation 
and provide the gratification of participating in a meaningful way in a 
successful concern). 

Make no mistake: The horizontal organization, when applied in the 
right way in the right situation, can dramatically improve a company’s 
ability to rise to the top in its particular industry (and/or leave others 
behind). All of the organizadons described in this book have generated 
improvements in operating performance significant enough to impress 
even the most hard-nosed business and financial analysts. 

Besides impressing analysts, bottom-line success has the added benefit 
of helping organizations be more successful in fulfilling their important 
missions. It also serves to validate the “faith capital” that employees have 
invested in the new approach, a benefit that cannot be overstated. Irrep- 
arable harm can be done if heroic efforts to change skills and behavior 
are squandered on a plan that leads to organizadonal failure. You must 
deliver on performance to maintain employee commitment. By tying 
everything to the value proposition, then making sure that you apply the 
horizontal organization where it is appropriate to achieving that value 
proposition, you will not abuse the faith and trust that people have vested 
in the effort. As discussed throughout this book, the 12 principles for 
designing and institutionalizing the horizontal structure will serve as a 
basic guide both to the efforts currently underway at various organiza- 
tions and to your own efforts to deliver a winning value proposition. 
Those 12 principles are listed at the end of this chapter and discussed 
more fully in chapters 11-12. 

I believe that this new approach offers much to be excited about. With 
its emphasis on performance, the new horizontal structure can dramati- 
cally improve an organization’s ability to achieve its mission as well as 
improve the quality of work life for its employees. Indeed, it has the ability 
to do both simultaneously. Furthermore, it reinforces what business 
thinkers sometimes refer to as a “single noble purpose,” an overriding 
goal that people in an organization strive to achieve, one that is chal- 
lenging, valuable, and exciting to them. The horizontal organization can 
help your organization achieve its single noble purpose, as well as provide 
meaning, motivation, and pride to those within it. The result is a pas- 
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sionate commitment from employees and other stakeholders. Grounded 
in basic business principles, that passion helps ensure that the horizontal 
redesign makes good on its promise to deliver the value proposition to 
customers. And that fulfillment, in turn, increases its stock with employ- 
ees and shareholders. Ultimately, I believe the effects of the horizontal 
organization will prove to be so dramatic that social institutions — indeed, 
much of society as a whole — will begin to adapt the structure to fit their 
own needs. 

Succeeding chapters will describe various types of horizontal organi- 
zations, illustrated primarily by five well-known companies and one public 
organization: Ford Motor Company’s Customer Service Division (FCSD), 
the Xerox Corporation, the General Electric plant in Salisbury, North 
Carolina, the Supply Management Organization of Motorola’s Space and 
Systems Technology Group (SSTG) , the Home Finance Division of Bar- 
clays Bank, and the U.S. Occupational Health and Safety Administration 
(OSHA). Ford’s Customer Service Division (FCSD) and OSHA provide 
examples for chapters 2 and 3, which will be followed by a discussion 
(chapter 4) of the generic horizontal organization. Chapters 5-8 explore 
in greater detail the architectures of the other four specific organizations. 
The final portion of the book (chapters 9-12) is devoted to discussing 
how you can build the horizontal organization that is exactly right for 
your company’s particular needs. 


Principles for Designing and Institutionalizing 
the Horizontal Organization 

DESIGN: 

■ Organize around cross-functional core processes, not tasks or 
functions. 

■ Install process owners or managers who will take responsibility 
for the core process in its entirety. 

■ Make teams, not individuals, the cornerstone of organizational 
design and performance. 

■ Decrease hierarchy by eliminating non-value-added work and by 
giving team members who are not necessarily senior managers the 
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authority to make decisions directly related to their activities within 
the value chain. 

■ Integrate with customers and suppliers. 
INSTITUTIONALIZING: 

■ Empower people by giving them the tools, skills, motivation, and 
authority to make decisions essential to the team’s performance. 

■ Use information technology (IT) to help people reach perfor- 
mance objectives and deliver the value proposition to the customer. 

■ Emphasize multiple competencies and train people to handle 
issues and work productively in cross-functional areas within the 
new organization. 

■ Promote multiskilling, the ability to think creatively and respond 
flexibly to new challenges that arise in the work that teams do. 

■ Teach people trained primarily in specific functions or depart- 
ments to work in partnerships with others. 

■ Measure for end-of-process performance objectives (which are 
driven by the value proposition), as well as customer satisfaction, 
employee satisfaction, and financial contribution. 

■ Build a corporate culture of openness, cooperation, and collab- 
oration, a culture that focuses on continuous performance improve- 
ment and values employee empowerment, responsibility, and well- 
being. 
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2 EACH HORIZONTAL ORGANIZATION 
IS UNIQUE 

FORD MOTOR AND OSHA SHOW THE WAY 


Every horizontal organization is different. To be sure, they have some 
fundamental traits in common — for example, all derive their essential 
structures not from narrow functions, but rather from the broader con- 
cept of core processes, which in turn are determined by the value prop- 
osition. But no two horizontal organizations can ever be exactly alike. 

Why? Because you customize your structure to meet your specific prob- 
lems within your distinct parameters — including competitive environ- 
ment, size, corporate culture, employee skills, and that most-important 
value proposition, what your organization offers its customers and that 
affords you advantage over your competition. Presumably, the structure 
you design should be the optimal one for delivering your value proposi- 
tion and executing your company’s long-term strategy. 

In some situations, the structure more closely resembles what can be 
referred to as the “pure” model, designed from the ground up primarily 
around horizontal principles. Most horizontal organizations, however, 
will probably be hybrids, drawing the best from both the vertical and 


25 


horizontal and combining the performance capabilities of each. Note, 
however, that even in those organizations that come closest to being pure- 
ly horizontal, some functional areas of competency will often remain nec- 
essary, and some organization-wide “vertical” management processes — 
such as strategic planning, finance, and human resources — must be re- 
tained to integrate the efforts of the horizontal operating processes and 
process groups. 

To understand the degrees of distinction between different organi- 
zational configurations, it helps to think of design as a continuum: At 
one extreme, most people in an organization — the vast majority — work 
in process groups, and only a bare minimum of vertical hierarchy exists 
to carry out fundamental management processes. At the other extreme 
are organizations that are entirely vertical. Most organizations, however, 
after careful analysis of their value propositions, capabilities, and skills, 
will choose a position between these two extremes, creating in effect a 
“hybrid” structure. 

A vertical structure, as previously noted, will continue to be viable in 
businesses that depend on high-volume, standardized production carried 
out in simple and stable work environments. Problems arise, however, 
when production requirements become more complex and are better 
served by integrating rather than fragmenting tasks, or when the work 
environment becomes so dynamic that it cannot be predicted or made 
repetitive. 

When demand exceeds supply — as is often the case in emerging econ- 
omies — and consumers do not have the luxury of being discriminating 
buyers, verticality will still work well. Consumers in such situations are 
caught up in just obtaining a product — any product — and a company’s 
main task is simply to increase production. A third scenario that lends 
itself to a functional arrangement occurs when technical expertise is crit- 
ical to attaining competitive advantage — for example, in a ceramic en- 
gineering company whose industry position is solely dependent on the 
superior capabilities of its engineers. 

In the years ahead, only a few organizations will probably be found at 
either extreme; most will reside somewhere in the middle, fully under- 
standing the potential of both the horizontal and the vertical approaches 
and taking advantage of both to improve performance. Where functional 
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departments do exist, they will not wall themselves off from the rest of 
the organization as they once did, concentrating only on their individual 
goals and performance objectives. They will become “partners in process 
performance,” actively supporting the core process groups by giving 
them what they need, when they need it to achieve process objectives. In 
fact, ensuring that a successful partnership exists between the core pro- 
cess groups and those outside them is one of the operating principles of 
the horizontal organization. Those involved in any redesign effort must 
address this issue. 

Xerox, which is discussed in detail in chapter 8, exemplifies a com- 
pany that has redesigned itself to take advantage of the best of both 
worlds — keeping research and sales in a functional mode while putting 
other areas of the organization on a horizontal track. Equally important, 
it has instituted mechanisms such as product-quality surveys to make 
sure that its functional people keep one eye trained on achieving overall 
performance goals. Together, the once disparate parts are delivering 
Xerox’s promise to provide unique value by offering top-quality soft- 
ware, hardware, and service solutions backed by ongoing customer sup- 
port and continuing business process improvements. The Xerox 2005 
strategic intent statement reads: “Xerox, The Document Company, will be 
the leader in the global document market providing Document Solu- 
tions that enhance business productivity.” 1 From this follows the com- 
pany’s value proposition of providing proprietary, leading-edge products 
that quickly and reliably deliver total document solutions of the highest 
quality. 

Like Xerox and the other companies highlighted in this book, the 
hybrid organization of the future will emphasize multifaceted perfor- 
mance improvements and robust, multidimensional value propositions 
required to win customers in an ever more demanding competitive en- 
vironment. In the process, hybrids will tailor their organizations’ solutions 
by selecting those elements of vertical and horizontal principles that best 
address the particular challenges the organizations face. 

In this chapter, we will look closely at the redesigns of Ford Motor 
Company’s Customer Service Division (FCSD) and of the Occupational 
Safety and Health Administration (OSHA) to see how this facet of hori- 
zontal design plays out. 
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Specialization in the Workplace 


Job specialization, the predominant form of the division of labor, is a 
primordial fact of human life. Indeed, many anthropologists consider the 
traditional male-female gender roles — the “breadwinner” and “home- 
maker” differentiations — to be a division of labor that was dictated by 
the laws of survival for a species in which offspring matured slowly. We 
can imagine how further divisions of labor might have emerged in early 
societies: Individuals with unusual skills were designated as the primary 
doers of certain tasks, with other functions necessary to a group’s survival 
apportioned among the members in some fashion, random or otherwise. 

As human beings progressed over the centuries from hunter-gatherers 
to crop-growers to industrialists, the divisions became more distinct and 
were formally documented. Henry Mintzberg, in The Structuring of Organ- 
izations, observes that Eskimo seal hunters divided their boat crews into 
harpooners, oarsmen, and helmsmen. Tenth-century English textile work- 
ers performed specific spinning, weaving, dyeing, and printing jobs. 2 In 
The Wealth of Nations, published in 1776, Adam Smith used the phrase 
“division of labor” in describing the various tasks involved in making 
pins: 


One man draws out the wire, another straightens it, a third cuts it, a 
fourth points it, a fifth grinds it at the top for receiving the head; to make 
the head requires two or three distinct operations; . . . and the important 
business of making a pin is, in this manner, divided into about eighteen 
distinct operations, which, in some manufactories, are all performed by 
distinct hands, though in others the same man will sometimes perform 
two or three of them. 3 


In France, over a century later, Henri Fayol applied his personal ex- 
periences gained from 20 years of managing the coal mining firm of 
Commentry-Fourchambault (1888-1908) to an analysis of general man- 
agement and administration. Often called the “father” of modern 
management, Fayol enumerated 14 principles of administration. Heading 
his list was the division of labor, which “allows one to reduce the number 
of objects to which one’s attention and efforts must be directed.” 4 Al- 
though Fayol did not take into account the “human factor” in evaluating 
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highly repetitive work and the need for increased specialization, he was 
an early advocate for assigning tasks to groups of people in order to in- 
crease productivity and quality. Division of labor, Fayol wrote, “is recog- 
nised as the best method of utilising the powers of individuals and groups 
of people. It can be applied not only to technical jobs, but to any kind 
of work which employs a fairly large number of people .” 5 

The driving force behind specialization, of course, was increased pro- 
ductivity. Production became not only more efficient, but also more uni- 
form as workers devised methods to ensure that output maintained a 
prescribed standard. In the early twentieth century, as enterprises ad- 
vanced in scale and size, they adopted the vertical structure recommend- 
ed by Frederick Winslow Taylor, who sought to apply scientific principles 
to the philosophy and practice of business management. Taylor empha- 
sized a strict division of labor, with work precisely segmented into func- 
tional departments, each devoted to making part of a product or provid- 
ing the administrative infrastructure. 

Stringently applied, Taylor’s principles of scientific management often 
produced jobs with limited breadth and depth. That is, the task was nar- 
rowly defined, and the worker had almost no control over how to do the 
work itself. Each part of the divided enterprise concerned itself with iso- 
lated fragments of the work process, which, often by choice, became de- 
tached from the external environment . 6 

Thus, in the belief that effective management required a perspective 
broader than that of the worker, vertical organizations took away the 
worker’s control over the work process. And, indeed, when a job is highly 
specialized and the task is very narrowly defined, the worker’s perspective 
shrinks as well, making it hard for him or her to relate to what others 
involved in the process are doing. Specialization, then, reinforces the 
need for a hierarchy to supervise and standardize. Limiting the breadth 
of a job virtually assures that its depth must be limited as well . 7 

The Case of Ford Motor Company 

Nowhere was the vertical, specialized model of organization more firmly 
entrenched than in the House that Henry Ford Built — the Ford Motor 
Company. It was Henry Ford, after all, who perfected assembly line tech- 
niques to the point where, early in this century, one of his Model Ts 
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rolled off the assembly line every ten seconds. The company eventually 
produced more than 15 million Model Ts, growing into a hugely suc- 
cessful enterprise, and one of America’s “Big Three” automakers. 

But as the century neared its end, Ford as a company encountered a 
perplexing problem: Sales were climbing, but so was criticism about after- 
sales service at its dealerships. Any dissatisfaction with service is troubling 
in itself, but the inextricable link between a car buyer’s ongoing relation- 
ship with a dealer and the likelihood of that customer buying again made 
the Ford service complaints all the more disturbing: Customer service 
shortcomings posed a threat to Ford Motor Company’s all-important new- 
car sales figures. 

The root cause of the discontent? Performance goals among the var- 
ious operations comprising the Ford Customer Service Division (FCSD) 
failed to focus attention where it belonged: satisfying the customer. 

For example, a single operation such as technical support might be 
able to deliver on its functional objective of getting training material to 
the dealers, but that, by itself, would not necessarily lead to customer 
satisfaction — which was most critically dependent on getting the cus- 
tomer’s car fixed right the first time, on time. Would the material be 
up-to-date, accurate, and comprehensible (even to the point of being 
in the proper language for non-U.S. dealers)? Would it be provided in 
the most useful form — paper, electronic, or otherwise? Would it be 
provided when it was needed? Would that information describe proce- 
dures in a way that would help the technicians do a better job of mak- 
ing the repairs? Would there be a continual exchange between the 
service technicians at the dealers as new information and better meth- 
odologies were developed? 

Various other direct and indirect processes had to be aligned in order 
to achieve that customer-driven objective: making sure the customer’s 
appointment was properly scheduled and the order written up correctly, 
having the right tools and the right parts available at the dealership, 
which, in turn, meant that purchasers had to buy the right part in the 
first place and that someone had to make sure it was delivered to the 
dealer’s service location. 

At the beginning of 1995, when the company launched its “Ford 
2000” initiative to become the world’s leading automotive enterprise in 


30 WHAT THE HORIZONTAL ORGANIZATION IS 



the twenty-first century, the need for a more efficient and integrated ap- 
proach to service became even more pressing. Throughout FCSD, people 
from a variety of functional operations worked on individual pieces of 
the customer service process, and they worked in different ways, at dif- 
ferent speeds, and at different levels of quality. Processes across the 
regions had been developed independently; they reflected different rea- 
sons for being, making it impossible for FCSD to deliver best-in-class ser- 
vice. Further complicating this picture, the company expanded opera- 
tions worldwide, building and marketing cars as well as servicing 
customers in practically every corner of the globe, thus forcing FCSD to 
make quick and dramatic transformations in its core processes. 

Looking to remedy the situation, Ron Goldsberry, vice president and 
general manager of global customer service operations, and a Ford 2000 
transition team determined that the old chimney-like structure was not 
capable of focusing on an overall objective and then bringing together 
all the resources needed to deliver the value proposition. Goldsberry 
turned to the horizontal organization, he says, because he believed it 
provided the “best opportunity” for accomplishing the three-pronged 
goal of bringing speed, quality, and efficiency to the customer transaction 
and establishing Ford as the leader among automakers for superior after- 
sales service. In addition, Goldsberry and the Ford 2000 transition team 
saw an opportunity, not coincidentally, of providing “an ownership ex- 
perience so good that customers would naturally return for future vehicle 
purchases and service needs.” 

Having set a stretch goal, Goldsberry and other team members next 
identified the division’s value proposition, which they termed, “Fix it 
right the first time, on time, at a competitive price in convenient loca- 
tions.” Summing up the competitive value that FCSD sought to provide, 
those words became the division’s mantra. From there, the division 
mapped out all of its direct and indirect processes — an analysis that it 
had never done before — in order to decide which of the processes were 
critical to achieving its objectives. Goldsberry points out that a side ben- 
efit of this scrutiny is the elimination of waste: Settling on what is most 
important also serves to identify processes that are of no importance in 
delivering the value proposition, thereby allowing you to eliminate them 
and reallocate resources. 
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Key Processes Identified 

The thorough analysis of FCSD’s activities pinpointed four core processes 
as critical to delivering the desired value proposition. The four end-to- 
end work, information, and material flows that extend across Ford’s busi- 
ness and drive the achievement of its fundamental performance objec- 
tives are: 

■ Business Development, which analyzes the competitive environment 
and sets price targets to ensure that repairs can be done correctly 
at a price that is competidvely balanced for both customer and 
company 

■ Parts Supply and Logistics, which is responsible for acquiring parts 
from manufacturers and distributing them to the dealerships in a 
fast, efficient, low-cost manner 

■ Vehicle Service and Programs, which gathers information about 
current-model problems and how to repair them, then disseminates 
that data to service departments; it also feeds this acquired knowl- 
edge back into future-model design 

■ Technical Support, which ensures that every service department is 
staffed with competent, trained technicians who are provided in a 
timely fashion with the technical information they need in the form 
they require 

Once the team identified core processes, the company formally re- 
structured the division around them, setting up numerous teams to han- 
dle operations or activities in North America, South America, Europe, 
and Asia-Pacific, as well as in new markets. Each of the four core process 
groups has an “owner,” who is responsible for overseeing the work of 
the teams and making sure that they meet overall process objectives. 
Goldsberry, as vice president, is in charge of the entire FCSD global op- 
eration, which involves 12,000 employees serving nearly 15,000 dealers 
worldwide. 

Next, the transition team determined where responsibilities over- 
lapped and cross-functional work could occur. It then proposed a specific 
work plan for every individual in each process. Here’s how the four core 
process groups contribute. 
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Business Development Whether in Toledo or Taiwan, FCSD had 
been treating every parts and repair issue with equal weight instead of 
emphasizing those repairs that would further the value proposition. 
Moreover, because pricing policies in the United States and abroad did 
not consistently focus on providing the greatest value to Ford customers, 
dealerships were losing out to independent shops. Consequently, many 
customers visited dealerships for warranty purposes only; with the quality 
and reliability of new vehicles improving, those sales began falling off, 
too. Poor sales and an excessively complex set of noninterchangeable 
parts meant that FCSD and Ford dealers ended up with overstocked, 
obsolete inventories, the costs of which had to be passed on to consumers, 
further exacerbating the pricing problem. In short, FCSD needed to 
make improvements in time, cost, and delivery at each stage of the 
supplier-to-customer process. 

Horst Hoyler, the leader of the process owner team for the Business 
Development group, now directs his team to look for opportunities to 
improve relationships between Ford and its customers. “In every market 
where we do business,” Hoyler says, “we’ve found that automotive service 
customers have the same basic wants and needs. They need their vehicles 
fixed right the first time, on time, and at a price they’re willing to pay. 
They want to be treated with respect and courtesy, and they want con- 
venience.” The group has set extremely high standards, including a “fix- 
it-right-the-first-time-on-time” measure of at least 95 percent of all orders. 

To improve service and win back customers for Ford, Business Devel- 
opment is charged with thoroughly understanding each region’s com- 
petitive environment. It must set targets for each piece of the value chain 
that will allow FCSD to deliver a satisfactory repair, in an acceptable 
amount of time, at a competitive price. To that end, it has designed a 
process that integrates the key elements of repairs — parts, delivery, labor, 
and pricing — while assuring high quality. The business development pro- 
cess group also includes traditional functional areas like marketing and 
sales. The entire process group, including its subgroups, is one of four 
horizontal core process groups depicted in Fig. 2.1. 

To meet the company’s overall financial goals, Ford dealers needed 
to capture a greater share of the retail parts and service market, especially 
business from owners of older vehicles. Ford dealers in the United States 
had a particularly low share of the overall retail after-service market. In- 
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deed, whereas 87 percent of Ford owners in Germany remained loyal to 
a dealership during the first year of vehicle ownership, that measure 
stood at only 39 percent in the United States. After ten years of owner- 
ship, 40 percent of German owners were still loyal, while a mere 4 percent 
stood by their dealers in the United States. 8 At the same time, however, 
dealers were not competitively positioned to service owners of older mod- 
els because repair costs exceeded the residual cost of the vehicles. There 
was also the threat from after-market repair chains such as Pep Boys and 
Auto Zones to worry about. 

Business Development devised several ways to deal with these prob- 
lems. First of all, team members now look at each repair process as a 
product, then they put together all the pieces necessary to deliver that 
product. For example, say the objective is to deliver a brake repair job at 
a price of $89 (or whatever the competitive benchmark is in each partic- 
ular market) . Business Development determines the price at which parts 
must be purchased or manufactured, delivered, and installed so that the 
total package costs $89 and still allows all people in the value chain to 
make the right amount of money. As part of the process, the group also 
seeks to provide product consistency in the specialization of parts, labor, 
tools, and repair methods. They prioritize repair planning and make it 
market-driven, meaning that the team determines the price according to 
its value for the customer rather than its difficulty for the repair shop. 

Once a repair product is designed, the next step is execution. To 
improve overall customer service and employee efficiency and to facilitate 
consistency, Business Development consults with dealerships for 40 weeks, 
revamping their operating practices and setting up sustainment tools. 

The third leg of the process is to measure whether the repair product 
is effective. The two key metrics are customer satisfaction and efficiency. 
Are the customers happy with the way that FCSD handles repairs or im- 
provements? Do they like the way they are treated? Are they being ade- 
quately informed about the type of repair and the price? Ffas efficiency 
improved within the dealership? Flow much time is idle? What causes the 
delay? (Workers waiting for parts or looking for tools? Poor scheduling?) 
How fast is inventory turning at the dealerships? Those are the kinds of 
questions that Horst Hoyler or his team of senior managers can use in 
evaluating performance of the core process group. Because more people 
now accept responsibility for ensuring that the process runs smoothly, 
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accountability increases for ensuring that such glitches are rectified im- 
mediately. 

In addition, Business Development encourages the sharing of best 
practices from around the world, increasing FCSD’s competitive advan- 
tage in a number of countries. For example, the FCSD team took ideas 
on how to deal with customers from various cultures and piloted them 
in Europe and North America, helping Ford and Lincoln-Mercury dealers 
achieve best-in-class customer satisfaction. 

As Goldsberry puts it, the entire Business Development process can 
now be viewed as a three-stage benchmarking process: Products are de- 
signed, then executed, then measured. By putting uniform metrics in 
place at dealerships and aligning these with corporate standards, the 
group is closing the performance gap between Ford and its competitors. 

Parts Supply and Logistics According to Ron Turecki, leader of 
the process owner team, the job of FCSD’s global Parts Supply and Lo- 
gistics process group is to “deliver the right part, to the right place, at 
the right time, and at the right price — as defined by the customer.” The 
FCS2000 transition team initially found many problems in this area, in- 
cluding unstable, unmeasured depot-to-dealer order fulfillment, minimal 
concern for after-sales requirements, and no objective ratings in purchase 
cost efficiency, delivery, quality, and technical support. High distribution 
costs resulted largely from inventory handoffs, low turn rates, and exces- 
sively long replenishment cycles. Ford dealers used any number of systems 
for entering and processing orders. As a result, FCSD could not consis- 
tendy deliver the right part to its dealerships on time or at a price cus- 
tomers were willing to pay. 

As one solution, the Parts Supply and Logistics core process group 
designed a new order entry and processing method that all Ford dealers 
can use. No matter what part of the world an order comes from, a dealer 
can now receive and process it directly and accurately. To improve order 
fulfillment results, the group stabilized the order cycle and reduced turn- 
around times. 

Teams replaced inventory management with a process that monitors 
supplier-to-dealer flow and increases communication from dealers to 
FCSD to suppliers. By providing its suppliers of vehicle parts with custom- 
er feedback, FCSD encourages them to consider customers’ after-sales 
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needs in their initial designs. If team members see, for example, that an 
engine is not easily accessible for certain repairs, they can require a re- 
design so that future customers will not incur unnecessarily high labor 
costs. 

Furthermore, the team has developed global standards for all Ford 
suppliers so that everyone in the supply chain uses the “same set of 
wrenches,” so to speak. The standards affect performance, delivery, qual- 
ity, and technical support. They even apply to a repair manual that pro- 
vides near exact translation equivalents. 

Early results in Parts Supply and Logistics are extremely promising. 
Improved cycle time, lower per-piece costs, and significant gains in re- 
plenishment time all point to success for the horizontal makeover. 

Vehicle Service and Programs Members of FCSD’s Vehicle Service 
and Programs core process group collaborate regularly with designers of 
Ford vehicles to make sure that the customer’s “voice” is heard at every 
stage of production. Team initiatives for this process already existed in 
Europe and North America before the makeover, but analysis of future 
trends showed that more integration was necessary. As a result, the team’s 
activities and best practices were made flexible enough to cover Ford’s 
operations worldwide. 

According to Tony Kaduk, leader of the process owner team, “We 
have to align ourselves better with product development if we are going 
to change product design. We have to voice the customers’ requests while 
the engineers are still working on paper as opposed to real hardware.” 
In this statement Kaduk describes what Vehicle Service and Programs 
must do to improve its contributions to FCSD’s value proposition. 

The most innovative part of the new process, for instance, involves an 
“upstream customer service” program, which consists of two teams: One 
takes responsibility for upstream support on future vehicle programs; the 
other is responsible for current and past model support, including recalls. 
The teams have developed a common process to report customer con- 
cerns and capture any unique market requirements. If the need for a 
product recall arises, the process team makes sure the recall and repair 
are handled efficiently. 

In addition, the Vehicle Service and Programs process group actively 
seeks customers’ complaints in order to discover when products and parts 
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fail. Gathering data from dealers, hot lines, and warranty records, the 
team provides information that is used to anticipate customer service 
concerns and to feed into future model design. 

Technical Support A company can have the best parts, delivery, and 
design teams in the world, but none of that matters if its technicians do 
not have the skills, capabilities, and tools they need to service, maintain, 
and repair the products. The Technical Support core process group at 
FCSD is clearly aligned with the division’s shared objective of fixing it 
right the first time, on time. As leader of the process owner team, Jim 
McDonald sees the value proposition of the Technical Support process 
group in these terms: “Our job is supporting, training, and providing 
information to dealership technicians all over the world so that they can 
meet those customer expectations.” 

It has not always been so. In the past, when Technical Support pub- 
lished inaccurate information in its parts catalogs, it unintentionally add- 
ed costs that had to be spread across the entire value chain, forcing deal- 
ership technicians to struggle to reach cost-containment goals. An 
inordinate number of repair schedule options complicated the repair 
process for technicians and parts personnel; in the United States, for 
example, 600 defined operations covered 90 percent of all warranty re- 
pairs, yet FCSD included over 3,250 repair options. Repair manuals were 
geographically proprietary — that is, they were published either in Europe 
or North America, and were thus incompatible with each other and large- 
ly inaccessible to personnel in other areas. Technical Support employees 
could not share data efficiently because global translation efforts were 
driven by funding rather than market needs, and local markets had to 
handle their own translation needs. The lack of a global training system 
hampered efforts to monitor technicians or acknowledge a job well done. 

With the advent of a common technical information process that can 
support simultaneous global vehicle launches in an accurate, timely man- 
ner, much has changed in FCSD’s Technical Support organization. Be- 
sides producing more comprehensible manuals, the team has devised a 
global training program to assess, monitor, and improve the skills of deal- 
ership technicians. FCSD now requires competency testing in certain ar- 
eas before technicians can become certified. To ensure that proper train- 
ing is taking place, team members travel the world visiting dealerships 
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and arranging for video satellite instruction when face-to-face teaching is 
impossible. 

What is more, formal links have been established with suppliers so 
that many Technical Support employees in effect “live” at supplier lo- 
cations. This arrangement facilitates product development — for example, 
by integrating its computer systems with a translation company, the Tech- 
nical Support process group can simultaneously incorporate any change 
in a service manual into all manuals, regardless of company or language. 
The end result: lower costs and more timely information. Although they 
cannot be seen in the depiction of Technical Support (Fig. 2.1), a number 
of design principles underpin this process. While these will be discussed 
later in the book, we can note here the use, for example, of information 
technology to help people reach performance objectives in delivering the 
value proposition, the empowerment of people through information 
sharing, training, and the granting of authority to make decisions, and 
the integration with customers and suppliers to improve the process. 

Making Sure FCSD Measures Up 

In its quest to provide the best set of services and repair values to its 
customers, FCSD measures itself on four dimensions: growth, efficiency, 
customer satisfaction and loyalty, and employee satisfaction. In the end, 
the dimensions are all interrelated. 

“We think growth is the great rallying cry,” explains Chris Torres, 
manager of business strategy and communications. “If we’re doing every- 
thing right, we should be growing.” But growth, of course, means in- 
creased market share and revenues, and “you can’t grow unless you’re 
efficient,” he observes. Judging FCSD’s efficiency involves all the usual 
financial yardsticks: return on sales, return on assets, number of inventory 
turns, and so forth. 

Financial strength is, in turn, dependent on customer satisfaction and 
loyalty. A major portion of the division has been horizontally restructured 
specifically to improve customer satisfaction. With a 20 percent improve- 
ment in overall satisfaction results and a 90 percent improvement in the 
area of “quicker service fix,” the division would seem to be meeting its 
goals, although Goldsberry expects these numbers to increase even faster 
over the long term. But Torres considers loyalty to be the true measure of 
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customer satisfaction. Is the new-car buyer coming back for service and, 
eventually, for another new car? That is the mindset the organization aims 
for, as well as the relationship that ultimately will propel growth. The fact 
that FCSD has been able to reduce its prices on selected repairs by up to 60 
percent cannot help but encourage just that kind of customer loyalty. 

The final dimension of success, employee satisfaction, is, in some ways, 
the cornerstone for all the others. 


When people understand the mission and are committed to it, it’s unbelievable what 
kinds of talent are unleashed. 

Chris Torres, manager of business strategy 


Happy employees who are satisfied with their own performance and with 
their role in the organization are more likely to have an emotional stake 
in the organization and its objectives. It might be inferred from the 25 
percent improvement in customer-handling scores that workers are hap- 
pier in their service roles. Such evidence further indicates that FCSD is 
attuned to its workers’ needs. 

FCSD uses training, coaching, and annual “pulse” surveys to assure 
that employees are as effective as possible in providing stellar service. The 
pulse survey measures how employees feel about such matters as their 
training and development, work load and stress, reward and recognition, 
and management. The survey allows Ford staffers to express their plea- 
sure (or displeasure) with how well their immediate supervisor helps 
them achieve a quality work experience. Better communication enhances 
the quality of work for everyone, thus helping to ensure a better product 
or service for the customer. 

Indicative of the horizontal organization’s positive impact on employ- 
ees are the results of the pulse survey. The parts of the division that have 
gone horizontal score significantly higher than other areas of FCSD, 
which as illustrated in Fig. 2.1 have remained vertical (specifically, finance, 
strategy and communication, and human resources) . Horizontal employ- 
ees are 15 percent more satisfied with their work groups and teamwork ac- 
tivities than are their counterparts in other FCSD areas that have remained 
vertical; in terms of rewards and recognition, the difference is 12 percent; 
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and employees in horizontal processes rate their overall job satisfaction 
13 percent higher than their counterparts in other FCSD areas. 

Recognizing that the personal satisfaction of workers can go a long way 
toward determining the quality of their performance, FCSD puts heavy em- 
phasis on cross-functional teams. The satisfaction of an employee in the 
Parts Supply and Logistics Group is improved by knowing that he or she 
plays a major role in the division’s value chain, while at the same time ex- 
periencing a first-hand connection to people on other teams. “Breaking 
down the chimneys to get the right corporate solution is key,” Torres says. 
“We’re all on the same page, and need to think like it.” 

Impact on Hiring and Worker Evaluations 

How people are chosen to fill new jobs has changed significantly since 
FCSD restructured. A personnel development committee that includes 
functional and core process managers as well as human resources rep- 
resentatives reviews all openings to determine who is best qualified to fit 
each position. The committee comes up with a list of required skills for 
the job, then recommends four or five candidates based on their quali- 
fications. Each is evaluated in the various skill areas, and the candidate 
with the highest overall mark gets the job — pending an interview and 
final approval from the manager involved. 


What people can do becomes more important than simply the functions — the chairs 
they sat in before. 

Sally Wacker, capabilities development specialist 


“It used to be kind of an old-boy network, where one manager would 
call another and just say, ‘I’ve got an opening. Have you got anybody?’ ” 
recalls Sally Wacker, capabilities development specialist at FCSD. Pro- 
motions often depended more on who you knew than what you did, thus 
excluding qualified candidates. “Now a whole group of people gets to 
review openings, and decisions are based more on skills,” Wacker says. 
People move because they are able to communicate effectively and work 
well with others, skills essential for the horizontal organization. 
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Because the horizontal structure breaks down barriers between differ- 
ent departments, there is much more cross-functional movement taking 
place. Previously, workers mastered and remastered the same functional 
skills to move up an increasingly narrow vertical chimney. Eliminating 
much of the vertical hierarchy encourages people to be multitalented. 
Cross-functionality increases the likelihood that they will receive addi- 
tional compensation. And when a highly regarded FCSD employee lacks 
some of the expertise necessary for a promotion or salary increase, the 
personnel development committee attempts to find the right combina- 
tion of team assignments and training to help that person develop the 
needed skills. 

Although human resources (as well as the finance and strategy and 
communications units) retains a functional structure, FCSD has rede- 
signed staffing, incentives, measurements, and career and development 
approaches to ensure that the function works as a partner-in-process per- 
formance to support the core process objectives. This, we recall, is one 
of the 12 principles for designing a successful horizontal organization, 
and it will be discussed more fully in chapter 12. For the present illustra- 
tion, however, it is important to establish that core process teams cannot 
operate in isolation from the traditionally vertical parts of the organiza- 
tion: Those who are not themselves directly involved in horizontal teams 
must nonetheless learn to “partner” effectively with their colleagues in 
core process groups. 

At FCSD, for instance, human resources staff members provide their 
expertise in addressing business problems at the earliest stages. They are 
encouraged to voice their concerns. This input not only gives the larger 
team more information and insight for use in the decision-making pro- 
cess, it also allows the human resources representatives to develop a fuller 
understanding of a project. Having become partners in the process, they 
are much more likely to hire the right people for the right jobs. 

“Before the transformation, technical and business plans would have 
been developed without any consideration of whether FCSD had em- 
ployees with the skills to do a good job,” says Wacker. Now the human 
resource department is being included in the early stages of planning. 
“We’re getting better at assessing the skills we have,” Wacker notes, “and 
at asking questions up front to help us focus on what we need and how 
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we can get it.” Human resources is becoming a change agent and a 
partner in designing the organization. 

To support changing management roles, FCSD has determined nec- 
essary leadership skills and behaviors — such as integrity, trust, empow- 
erment, and communication. The division has set up a process of peer- 
to-peer and subordinate surveys to assess managers’ skills and to develop 
an action plan to address any shortcomings. 

Wacker explains that a leader deemed deficient in listening skills, for 
example, might set up an action plan that calls for ongoing feedback 
from peers for a specified period, say six months. That means that at the 
end of each team meeting, other members will evaluate the manager on 
clarity of communication and amount of attention given to opposing 
opinions. To make sure that the action plans have teeth in them, man- 
agers are held accountable not just for setting up the plans but for fol- 
lowing through on honest change commitments. Those assessments are 
not obvious from a casual glance at an organization chart such as the 
one depicted in Fig. 2.1, but it is important to understand that they are 
inherent in successfully institutionalizing the design of the future com- 
pany. The organization, in other words, is never to be equated with the 
chart itself, any more than one should confuse an X ray with a patient 
or a portrait with its subject. 

On one level after another, Ford Customer Service is proving the ro- 
bustness of the horizontal organization. Benchmarking his division within 
Ford Motor Company overall, Ron Goldsberry says it has significantly out- 
achieved other segments of the company’s internal operations, and “this 
is very much a long-term solution.” 

Elsewhere, in both the public and private sectors, others are realizing the 
multiple benefits of this new concept in organizational design. Even the 
most skeptical of readers will be pleasantly surprised by the changes tak- 
ing place in the reinvention of the United States government and its 
bureaucracies long known for their hardened attitudes toward change, 
efficiency, and effectiveness. The Occupational Safety and Health Admin- 
istration (OSHA), a regulatory agency within the U.S. Department of 
Labor, serves as a leading model for public-sector performance-based 
transformation, similar to what we have seen at Ford’s Customer Service 
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Division in the private sector. OSHA is also a benchmark example of 
going deep into the basic organization and operating model of a public 
sector agency to dramatically improve performance — serving to illustrate 
that transformation in the organization and performance of public sector 
agencies is possible. 

A Horizontal Transformation at OSHA 

At the other end of the spectrum from a well-known corporate giant with 
shareholder and market accountability and a wealth of global resources 
is the case of a beleaguered federal government agency. The transfor- 
mation of OSHA, particularly at a time when the public’s faith in the 
competency of the government as a whole is shaky, 9 could not have come 
soon enough. 

OSHA was created in 1970 by an act of Congress that authorized the 
U.S. Secretary of Labor to set workplace safety and health standards, in- 
spect workplaces for compliance, and issue citations and penalties for 
noncompliance. The act also enabled states to set up their own safety and 
health programs. Today, 23 states operate such programs with 50 percent 
funding and oversight from the federal office. Around two-thirds of 
OSHA’s approximately 2,200 employees work out of some 67 federal field 
offices in ten regions across the United States. As a regulatory agency 
within the U.S. Department of Labor, OSHA is headquartered in Wash- 
ington, D.C. From there it issues regulations while the Compliance and 
Safety Health Officers (CSHOs) in regions throughout the country travel 
to different companies, conduct investigations of work sites, issue cita- 
tions for violations, and conduct education and outreach activities on 
workplace safety and health issues. 

The toll that accidents and illnesses exact in the American workplace 
is staggering: Occupational injuries cause around 6,200 deaths a year, and 
work-related illnesses kill another 50,000 people. (For perspective, that is 
equivalent to a plane crash with 150 casualties every day of the year. More 
people in the United States die each year from work-related injuries and 
illnesses than are killed in highway accidents.) In monetary terms, the 
reported 6.6 million workplace injuries in 1996 cost some $60 billion in 
annual workers’ compensation, and the National Safety Council estimates 
that additional indirect expenses such as those tied to training and loss 
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of productivity raise the total to $110 billion — and that’s just for accidents 
alone. 10 

Prior to OSHA’s redesign, many of its field employees had frontline 
responsibilities but very little empirical knowledge of where the injuries, 
illnesses, and deaths were concentrated, and no data-based, systematic 
way of focusing their efforts on the high-risk areas. OSHA relied most 
heavily on the threat of inspections and fines to force safety improve- 
ments — a one-size-fits-all approach — without attempting to understand 
underlying causes so that it could tailor its actions to address specific 
problems effectively. What is more, the army of crucial onsite inspectors 
was distressingly small relative to the number of companies and industries 
that had to be inspected. 

Under attack from one quarter or another almost from the beginning, 
the agency found that its travails only increased as new health care chal- 
lenges presented themselves in the 1980s. Ergonomically incorrect work 
spaces and equipment were widely recognized as a source of health prob- 
lems in many industries, and workers in health care institutions and else- 
where feared exposure to biological infections such as hepatitis B and 
AIDS. Poorly equipped to deal with such widespread dangers to begin 
with, OSHA found itself caught in a catch-22 situation: The Reagan ad- 
ministration, intent on recasting the priorities of government, actually 
decreased funding just as the public’s expectations of the agency’s re- 
sponsibilities were increasing. 

And the turn of the decade brought no respite for OSHA’s dedicated 
but overextended staff as observers called the agency to task for its slow- 
ness and its tendency to react to workplace tragedies rather than to pre- 
vent them. Even OSHA personnel had the distinct feeling that they were 
forever locking the barn door after the horse was already out. Addition- 
ally and problematically, OSHA measured its success on the basis of its 
activities, linking success to the number of inspections the agency per- 
formed and the amount of fines it collected. Success was not defined in 
terms of results — the number of injuries, illnesses, and deaths the agency 
prevented. OSHA employees derided this system as “the numbers game.” 

Nay-saying from the other side of the fence were members of the 
business community who felt that OSHA was “nickel-and-diming” them 
over petty matters having litde or no relation to preventing casualties. 
Typical of the bureaucratic behavior was the enforcement of a rule re- 
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quiring every workplace to post an OSHA form stating the number of 
accidents reported in the previous 12 months. Asking companies to post 
safety histories does not seem like an unreasonable request, but what 
raised the ire of companies was the fact that failure to post the form drew 
a citation from inspectors even if the number of accidents reported was 
zero. When CSHOs did find serious problems, they did not have adequate 
resources or support to make sure problems were fixed or to provide 
adequate help to those companies wanting to prevent safety problems in 
the first place by implementing effective safety management programs. 

Entangled by sometimes senseless bureaucracy and suffering from the 
constraints of a classic vertical structure, the agency was poorly informed 
about safety conditions in many areas. Accordingly, it too often wasted 
its limited resources on symptoms rather than on improvements to its 
research and reporting methods to determine where the worst safety 
problems were occurring, why they were occurring, and what could be 
done to increase the agency’s role in preventing them. Agency people 
chafed under arcane rules and customs that blocked information flow, 
delayed responses, and prevented them from carrying out the meaningful 
and motivating work of saving lives and reducing workplace injuries and 
illnesses — the job they were originally meant to do. Supervisors spent 
inordinate amounts of energy on internal staffing problems rather than 
external safety problems. 


I think there was a general belief that we needed to focus or become more coordi- 
nated. There were a lot of times when different parts of the organization were working 
on entirely different priorities. So the resources we had weren’t being effectively 
used because they were not applied in a coordinated fashion. 

Leo Carey, co-leader of the OSHA redesign team 


As this litany of woes indicates, OSHA’s transformation into a 
higher-performing organization came about out of sheer necessity. Joe 
Dear, who was appointed in 1993 to head up OSHA as the Assistant 
Secretary of Labor for Occupational Safety and Health, frankly admit- 
ted (as did many others inside and outside the agency) that OSHA was 
“failing.” Although its mission was vitally important and its people 
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were thoroughly dedicated to their work, the agency was in real danger 
of losing its political capital, without which it could not protect its stat- 
utory authority to operate and secure appropriations. The recognition 
that OSHA might not survive prompted a radical redesign of its en- 
forcement operations. 

A Push From the Top 

According to Leo Carey, former head of reinvention at OSHA and co- 
leader of the redesign team, the changes that led to OSHA’s transfor- 
mation actually began with the 1992 election. Vice President A1 Gore had 
authored a book entitled Reinventing Government , n and early in the new 
administration, President Clinton and he began pushing this initiative, 
targeting an overhaul of agencies such as OSHA. 

As part of these efforts, Secretary of Labor Robert Reich met with 
OSHA employees to hear suggestions on how the organization might be 
improved. They discussed eliminating bureaucratic layers within the or- 
ganization, reducing the number of supervisors, and even reducing the 
influence wielded by OSHA’s national headquarters and management 
staff. Then when Dear came on board, he, like Carey, saw that the or- 
ganization’s fundamental problem was too much responsibility and too 
little means. “Something like 100 million working men and women em- 
ployed at over 6.3 million establishments had rights under the Occupa- 
tional Safety and Health Act,” says Dear. “OSHA’s budget in 1996 was 
$326 million, and it had a staff of 2,200 people. So there was an incredible 
gap between the mission and the resources available to the agency.” 

Launched during Dear’s tenure, the redesign aspired to eliminate all 
preventable injuries, illnesses, and deaths from the American workplace 
within ten years. 12 OSHA recognized, of course, the essential impossibility 
of eliminating all preventable injuries, illnesses, and deaths. But at the 
same time, this tall order was one that could galvanize the energies of 
OSHA employees and that would resonate with them — after all, they got 
out of bed and went to work in the morning to save lives, not to fill out 
forms and push paper. Although audacious, the aspiration would require 
the agency to determine how it could dramatically improve its ability to 
prevent injuries and respond quickly and effectively when injuries and 
illnesses did threaten or actually occur. Similar to any private-sector or- 
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ganization seeking a dramatic improvement in performance and contem- 
plating a horizontal redesign as part of that transformation, 13 OSHA had 
to identify its overall goals and value proposition. It had to determine if 
and why its existing organizational approach would be unable to deliver 
the desired performance. It had to design and develop a new approach — 
if required — including a determination of which core processes were nec- 
essary for delivering the desired value. 14 

For an agency created specifically to administer the Occupational Safe- 
ty and Health Act of 1970 (amended 1990) through regulation, enforce- 
ment, and education, its unique value could be summed up by restating 
its statutory mission — that is, to do a superior job of effectively and effi- 
ciendy assuring “safe and healthful working conditions for working men 
and women.” 13 OSHA then identified strategic, or preventive, problem 
solving and problem response processes as being critical to delivering that 
value proposition. Key activities within these processes involved determin- 
ing and ranking the areas of greatest injury, illness, and death; analyzing 
root causes; tailoring specific solutions; and, where possible, amplifying 
agency resources by enlisting industry or labor union cooperation. 

Knowing he was unlikely to get a budget or staff increase, Dear fo- 
cused on trying to change and enhance performance among OSHA’s 
current personnel. One problem he found was that many employees be- 
lieved that, as government workers, they had no recourse to change the 
variables affecting their performance. Political opposition to making 
changes ran high because the primary stakeholders of OSHA, those re- 
sponsible for its political support and protection, were largely wedded to 
its original approach and structure. Their solution to safety problems was 
pure and simple: Establish regulations, then enforce them. Dear, how- 
ever, attempted to expand OSHA’s approach to safety and health not 
only by continuing to establish regulations and enforcing them, but also 
by maximizing the efficiency with which OSHA used its limited resources. 
He focused OSHA’s efforts on those most pressing safety and health prob- 
lems, identifying and analyzing their root causes, and taking strong action 
against “bad actors” as well as assisting other companies in developing 
and implementing their own safety management programs. He also 
sought to work in concert with industry associations, unions, and other 
government agencies to solve problems. 
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Internally, OSHA's people had been battered and bruised by years of political ad- 
ministration. Individuals who had attempted to assert leadership for change gener- 
ally were punished. The culture was rigid, hierarchical, bureaucratic, slow, protec- 
tive. People were unwilling to step forward. 

Joe Dear, former assistant secretary of labor 
for Occupational Safety and Health, and head of OSHA. 


Dear estimates that about 25 percent of OSHA employees were 
“change ready.” Another 25 percent or so strongly opposed any tinker- 
ing with the agency’s original approach or its original command-and- 
control structure. The latter were either old-timers who did not want to 
make waves or people who assumed that only top-management changes 
(or more money) could cure the organization’s woes. The other 50 per- 
cent of OSHA employees were ambivalent about taking action, believing 
either that Dear would not be around long enough to enact real change 
(the average assistant secretary lasts 18 months), or that this transfor- 
mation would lose steam (they had seen other assistant secretaries at- 
tempt other changes) , or that there would never be enough funding for 
new technology and training anyway. 

Still, Dear went ahead with his plan to free OSHA from its inefficient 
and ineffective structure. Concentrating on improving productivity of the 
field staff as quickly as possible, he formed a joint labor-management re- 
design team made up of OSHA managers and members of its employee 
union. The redesign team wanted to improve significandy OSHA’s ability 
to reduce workplace injury and illness by funneling resources into helping 
companies determine what their most serious risks to health were and how 
to correct them. Knowing that OSHA could never hope to inspect all in- 
dustries and companies (indeed, the AFL-CIO had estimated that it would 
take OSHA with its current resources more than 87 years to inspect every 
U.S. business), the redesign team sought to implement methodologies and 
techniques that companies could use in analyzing root causes and devel- 
oping appropriate solutions. In short, Dear and the redesign team empha- 
sized prevention and reduction of injuries, illnesses, and deaths, not pen- 
alty, then went about building an organizational approach that would 
support that value proposition. 
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Learning from Past Success 

An important component of any redesign is to look at where an organi- 
zation was successful before and under what conditions. Studying the 18 
years from 1975 to 1993, Dear’s design team found that workplace injury 
and illness rates decreased most markedly in areas where OSHA had 
made a focused effort to develop and enforce standards: specifically in 
the construction, manufacturing, and oil and gas extraction industries, 
which accounted for 84 percent of the agency’s compliance inspections 
during the period. The team also discovered, however, that despite those 
documented successes, OSHA has not traditionally used data to define 
and prioritize specific health and safety problems and then intervene 
appropriately to solve them — a particularly difficult problem given 
OSHA’s limited resources. As Dear put it, nobody ever sat down and said, 
“The problem we’re going to attack is how to protect construction work- 
ers from falls. We’re going to do this by developing a new standard, then 
going out and enforcing it.” Similarly, there was never a view towards the 
future, no attempt, for example, to set a goal of reducing fatal falls by a 
certain percentage over a specified time period. 

The group postulated that once OSHA’s redesign was in place, re- 
sources could be allocated at the local and national levels specifically to 
define problems and conduct interventions, carry out education, form 
partnerships, and measure the impact of those efforts. 

As Dear saw it, the way to improve OSHA was to liberate the talent, 
energy, knowledge, and skill of its people. An approach that touched all 
facets of the agency had the greatest potential for finding ways to unlock 
those qualities, giving people a stake in the change and the opportunity 
to design it themselves. Even short-term performance improvements 
could do wonders for a worker’s sense of personal empowerment, and 
the momentum gained from such incidents would flow through the en- 
tire organization. Smarter work would lead to better results. 

OSHA’s old strategy for field offices was primarily inspection-based, 
with a little outreach thrown in. Two or three work groups organized 
according to functional expertise — either industrial hygienists focused on 
chemical exposure, radiation, and noise, or safety specialists focused on 
manufacturing and construction sites. Supervisors dictated assignments. 
Since its inception in the early 1970s, the organization comprised various 
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Fig. 2,2 Occupational Safety and Health Administration (OSHA) — Field Office 

Note: The first three stages — data collection, problem identification and prioritization, and 
cause analysis — are parts of a process that are often carried out in other parts of the 
organization as well, both at the national and the regional levels. 





“silo” functions such as compliance, enforcement, training, consultation 
services, and information technology. There was no guarantee that one 
section knew or cared much what the others were doing. 

With the redesign, the agency turned to new ways of collecting data, 
namely by identifying, defining, and prioritizing problems, then devel- 
oping solutions that maximized leverage and extended reach both by 
compelling compliance and by encouraging cooperative efforts to de- 
crease the number of workplace injuries. As part of its horizontal remod- 
eling, OSHA spends more time on preventing problems — as opposed to 
a primarily reaction-based approach of dealing with problems only as they 
arose. OSHA officials still respond, of course, to reports of hazards, but 
that response is now much faster because of the process redesign and the 
elimination of non-value added steps in the reaction process. There is 
also the specific assignment of response teams to investigate workplace 
dangers at 38 of OSHA’s 67 field offices. 

Those teams are part of the newly redesigned OSHA field offices il- 
lustrated in the organizational chart shown in Fig. 2.2. The new horizon- 
tal structure retains the authority of each field office under an area di- 
rector, who heads the office teams. A proactive strategic team takes 
responsibility for the problem-solving processes, including data collec- 
tion, identifying and prioritizing problems, analyzing causes, and devel- 
oping solutions. Handling customer intake, assessment, and incident res- 
olution, a response team takes responsibility for responding in a timely 
and effective manner to reports of actual dangers to worker safety and 
health in the workplace. What is more, the teams are cross-trained and 
cross-functional: Both safety specialists and industrial hygienists work to- 
gether on the same teams. (Again, although such qualities as cross- 
functional training, empowerment, and multi-skilling do not show up on 
the organizational chart depicted in Fig. 2.2, without them horizontal 
organizational improvements would be impossible.) 

The process leaders of those two teams maintain constant communi- 
cation to ensure that their teams set goals that are in sync and focused 
on resolving problems effectively. Empowered team members accept 
greater responsibility for handling their caseloads. They take care of 
many daily operations at the field offices, work that used to be done by 
the area directors and assistant directors. Freed from some of their pre- 
vious management and hand-holding duties, those directors now devote 
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more time working with the community in outreach activities, forging 
relationships with businesses, chambers of commerce, and other local 
organizations to promote safety and health issues. 

The Fruits of Change 

OSHA’s Atlanta office illustrates many of the improvements inspired by 
the horizontal structure. For example, after identifying a problem that 
existed between the Argonaut Insurance Company and Horizon Steel, a 
local steel construction business, the new OSHA teams worked in part- 
nership with the companies to devise a practical solution. Here’s what 
happened. 

A number of Horizon workers had been seriously injured in falls on 
the job, forcing Argonaut to consider withdrawing as Horizon’s insurer 
because it could not afford the enormous increases in workers’ compen- 
sation costs. In response, OSHA assigned a CSHO who had no enforce- 
ment jurisdiction — and thus could not issue citations — to do a walk- 
around of the Horizon facility and point out hazards. In exchange for 
this nontraditional approach, Horizon had to agree to implement a “100 
percent fall protection program,” whereby all Horizon personnel would 
wear harnesses when working on buildings. Such protection measures 
usually are not instituted in the industry because workers resist them 
strenuously, but OSHA convinced management to insist that its workers 
wear the harnesses. 

The results were dramatic. Three workers who fell from heights above 
50 feet all walked away unharmed. What is more, workers’ compensation 
costs at Horizon immediately dropped 96 percent. By coming up with a 
creative solution, OSHA’s Atlanta office saved lives and cut the insurer’s 
costs without compromising any regulations — a triple win. 

OSHA’s handling of workers’ complaints has also improved dramati- 
cally since the agency adopted a horizontal structure. In the past, mounds 
of paperwork from thousands of workers complaining of unsafe or un- 
healthy working conditions overwhelmed the CSHOs, who faithfully ex- 
amined the companies in question but often not until 30 to 60 days after 
the OSHA officials received complaints. In the case of “informal com- 
plaints” (letters or calls from nonworkers or unknown sources), OSHA 
staffers wrote letters to the companies, waited for responses (if any) , and 
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then inspected 10 percent of those companies that bothered to respond. 
To call this system cumbersome and inefficient hardly suffices. 

Under the new structure, however, OSHA teams are able to respond 
immediately to all informal complaints made by workers. They call com- 
panies within 24 hours after complaints arrive, fax copies of complaint 
letters, then allow five working days for the companies to respond to 
OSHA’s directive that the problem or hazard be removed. Based on the 
acceptability of the response and further communication with dissatisfied 
employees, OSHA response teams decide whether legal and policy guide- 
lines justify a full investigation. Decision-making authority lies with the 
teams themselves, who are the principal building blocks of the horizontal 
structure. 

Since OSHA implemented its horizontal design, teams have reduced 
the time it takes to respond to informal complaints by 90 percent. Positive 
assessments of the new structure continue to roll in: Workers are gratified 
to know that their complaints receive immediate attention; employers are 
happy to be able to talk with OSHA representatives in a non-adversarial 
manner and take corrective measures; and OSHA does not waste valuable 
time doing useless inspections of things like dirty bathrooms. Now, in 
many cases, a single phone call usually corrects the problem, and the 
speed with which OSHA teams resolve relatively minor complaints frees 
up their schedules to take on more serious issues affecting workplace 
safety. 

“The end result of redesign for OSHA is an organization much more 
open to its customers, much more open to new ideas, and one that lit- 
erally saves lives with its new approach,” says Dear. 

Apparently, Vice President Gore agrees. The Vice President met with 
the redesign team for OSHA’s field organization and presented them a 
Hammer award in recognition of their outstanding contributions for 
helping “reinvent government.” 

Good news can have a wondrous effect, particularly in beleaguered 
circles. Under the old structure, OSHA workers, for instance, felt trapped 
in a routine of checking off boxes during an inspection. Simply com- 
pleting the inspection was the order of the day, and field-office employees 
found their work little better than that of robots. In the new horizontal 
organization, according to Bob Kulick, director of reinvention for OSHA, 
field workers are taking a more active role in helping people change their 
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behaviors at work sites. “Compliance officers,” he notes, “while still able 
to be ‘tough enforcers,’ now see it as a major part of their jobs to educate 
employers in how to develop effecdve safety and health programs, elim- 
inate hazards, reduce injuries, and look for further opportunities to work 
cooperatively to improve safety and health in the workplace.” Similarly, 
traditional supervisors, no longer burdened with conducting lengthy re- 
views of employees, are now better cast as the teams’ facilitators. Team 
members, Kulick adds, “have been empowered to conduct their own self- 
reviews.” 

Given such visible improvement, it is clear why OSHA received a bud- 
get increase for fiscal 1996 rather than the cut it expected. In addition, 
hundreds of appreciative letters from both employers and employees 
have poured in to OSHA. 

Looking to the Larger Purpose 

While much has already been accomplished, much still remains to be 
done. For example, redesign still needs to be “rolled out” to the 29 
remaining offices. The agency needs to implement a results-based mea- 
surement system that will systematically and accurately measure OSHA’s 
impact in curtailing injury, illness, and death rates. And an on-going se- 
nior management steering committee needs to be put in place to provide 
oversight and leadership for future changes at the agency. Charles Jef- 
fress, the new assistant secretary for OSHA, has stated that he is fully 
committed to finishing the work begun by Dear and the redesign team, 
as well as building commitment to the new horizontal structure. As Joel 
Sacks, former acting director of reinvention at OSHA, puts it, “Clearly 
redesign has gotten off to a great start, and there have been successes, 
but there is a need for on-going commitment and focus throughout the 
organization in order for roll-out to be completed and redesign to be 
successfully institutionalized throughout OSHA.” 

OSHA’s accomplishments provide dramatic proof that a government 
agency can transform itself and turn its performance around, while help- 
ing its employees derive greater satisfaction from their work. OSHA ex- 
emplifies the kind of performance-based transformation that is crucial if 
we are to solve the very real problem of poor operating performance that 
now plagues our government institutions. 
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Internal focus, fragmented objectives, overly complex procedures, in- 
sular bureaucratic levels — all these elements of the vertical hierarchy sig- 
nificantly inhibit performance and frustrate government employees who 
sincerely want to do a better job and help their agencies succeed. On a 
larger scale, this under-performance seriously undermines the faith of 
the American public in the federal government’s general attempts to do 
the “right thing.” In fact, as Vice President Gore pointed out in his 
commencement address at Harvard, such confidence has dropped from 
60 percent in 1965 to 10 percent in 1994. 16 And for good reason: Despite 
their often critical missions — and the fact that most government employ- 
ees are skilled and dedicated to those missions — many government agen- 
cies simply are not delivering what they could or should. 

The bureaucratic approach, with its multiple levels and extensive sys- 
tem of checks, is to be commended for providing a bulwark against cor- 
rupt practices. But when the bureaucratic approach predominates to the 
extent it does in most government agencies, it can and often does inhibit 
performance. Remedying the situation requires major changes in all of 
the dimensions that drive performance — strategy, structure, style, sys- 
tems, shared values, and skills. The redesign of OSHA’s field offices il- 
lustrates this kind of holistic undertaking and demonstrates that a hori- 
zontal makeover can deliver just what citizens yearn for: responsive and 
effective government. 

Bureaucratic shortcomings are not the sole province of the public 
sector, of course, despite the chorus of complaints about ineptitude. Red 
tape, role redundancy, misalignment of people and skills — all these and 
more can be found inside any number of large, vertically structured, 
private-sector corporations. Some well-known organizations that have em- 
braced reform provide examples to be examined in chapters 5-8. 

As we look at these companies, you will notice that each one is 
different and that each organizational chart reflects a different set of 
priorities centered on each one’s value proposition. All these organiza- 
tions, however, share a desire to enhance the core processes for produc- 
ing their respective value-added products or services. Those value prop- 
ositions, after all, help solidify each company’s relationships with all 
stakeholders. Because the horizontal model does not demand an either/ 
or choice, but instead expands design “solution space,” you will see how 
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those companies have blended horizontal and vertical elements to arrive 
at the configuration that best suits their goals. 

The challenge for you and your organization, then, is to seek your 
unique balance from among the available design approaches so as to 
deliver optimum performance. To accomplish that goal, you must be- 
come familiar with the design principles that govern the horizontal or- 
ganization. Otherwise, 50 years of exposure to only the standard orga- 
nization charts will prevail, making it impossible for you to arrive at the 
ideal mix. 

Before embarking on design, however, it is useful to examine the dis- 
tinctive features of and some popular misconceptions about the horizon- 
tal organization. The discussion in chapter 3 illustrates how the concept 
works in conjunction with leading management principles to define and 
strengthen the organization of the twenty-first century. 
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3 HORIZONTAL 


DISTINCTIVE FEATURES OF THE HORIZONTAL ORGANIZATION 


The initial encounter with the horizontal method of structuring invari- 
ably creates confusion about what the resultant organization looks like 
and how it works. “Isn’t a horizontal organization simply a vertical or- 
ganization turned on its side?” I am often asked. “Aren’t you just slotting 
reengineered processes into an existing vertical structure?” And for that 
matter, “How does the horizontal concept differ from reengineering? Is 
horizontal a synonym for flat ?” 

Such questions are hardly surprising, given that our experience has, 
for so long, been limited to the hierarchically structured, functionally 
oriented vertical design. It is difficult for us to visualize an organization 
cut loose from the traditional vertical constraints. But the answers to 
these and other questions can be found by examining key features of the 
horizontal model. To reiterate, no two horizontal structures are ever ex- 
actly alike because each is designed to deliver a distinctive value propo- 
sition, but certain characteristics that are not found in a vertical organi- 
zation are common to every horizontally structured one. For example: 
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■ Core process groups cluster employees according to the sets of 
multiple skills needed to meet process-based performance objec- 
tives and deliver a value proposition. 

■ Teams — not individuals grouped in hierarchical departments — 
consdtute the fundamental units of the organization and are en- 
couraged to be self-managing . 1 

■ Process owners, either teams or individuals, are responsible for 
leading and managing entire core processes from end to end. 

■ The focus is largely external rather than “internal” in the sense 
that each department seeks to satisfy measures of productivity that 
it has set for itself. In contrast, the horizontal organization sets its 
sights on delivering a winning value proposition to customers. 

These features clearly differentiate the horizontal structure from the 
vertical, no matter the viewing angle — sideways, right side up, or upside 
down. 


Core Process Grouping Sets the Stage 

The first of these distinctive elements — clustering people around whole 
processes, not individual tasks — sets the stage for all that follows. 

The idea of grouping is not new, of course, being one of the funda- 
mental ways of coordinating the various types of work that take place 
within an organization. As Henry Mintzberg points out in The Structuring 
of Organizations, grouping strengthens coordination within a particular 
unit by: 

■ Providing a system of common supervision 

■ Requiring resource sharing 

■ Creating common measures of performance 

■ Encouraging mutual adjustment among workers 2 

The new twist that the horizontal design brings to modern business is 
the way it coordinates the work of people around core processes. In the tra- 
ditional arrangement, departmentalizing has typically revolved around 
functions or tasks performed, such as manufacturing, engineering, fi- 
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nance. 3 People who perform the same range of tasks and use a homoge- 
neous set of skills are assigned to the same functional department. One of 
the main advantages of traditional functions is the cultivation of technical 
expertise. 

Core process groups, on the other hand, are very different from func- 
tions: They encompass end-to-end work, information, and material flows 
that extend across many functional areas in a business and that are crucial 
to meeting previously defined performance objectives aligned with the 
value proposition. In core process groups, people are positioned accord- 
ing to a natural flow of work determined by the more complex rede- 
signed processes and directly related to the needs of customers. The jobs 
within the group incorporate many more tasks and often require a mul- 
tidisciplinary set of skills, in contrast to the tightly defined roles pre- 
scribed by a single, specialized, functional activity. In addition, core pro- 
cesses along with the organization’s skills are the operations that define 
an organization’s primary capabilities, that distinguish that organization 
from others in its field, and that direct the use of its strategic assets. 4 The 
work itself is more integrated, unlike the narrow, fragmented tasks typical 
of a functional orientation. 

Grouping by core process eliminates the inefficient cycle of handoffs 
that occurs when work must bounce around between various departments 
so that each can carry out its particular role. Anyone who has ever worked 
in a functional setting knows the routine: Because the work seldom moves 
in any kind of natural order, speed is forfeited, confusion reigns, and the 
potential for losing information grows apace. Issues best handled through 
joint, real-time problem solving end up getting less attention than they 
deserve as each department operates only from its own perspective. Sna- 
fus invariably crop up when one hand does not know what the other is 
doing: Orders are misplaced or wrongly canceled; production bogs down 
because crucial parts are not available; conflicting goals put the organi- 
zation at odds with the customer (recall the example of Ford’s Customer 
Service Division in chapter 2). 

Winning the Customer Takes Precedence 

Core process groups have external, customer-driven objectives based on 
delivering value propositions, not the internal concerns that so often 
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take center stage in a vertical setup. So rather than being at odds with 
the customer, core process grouping facilitates a tight alignment with 
what the customer wants and needs. 

This unwavering emphasis on winning the customer is one of the ma- 
jor reasons why the horizontal design is the right design for tomorrow as 
well as today. In any discussion of what it will take to inhabit the twenty- 
first-century universe of winning companies, certain characteristics elicit 
nearly unanimous agreement. Leading the list is an almost single-minded 
dedicadon to the customer. 

Instant communication and technological marvels have given today’s 
consumers more options than ever before. In this intensely competitive 
environment — where success is measured with a global yardstick — failure 
to make customers the center of a company’s orbit exacts a heavy toll. 
The horizontal organization is the perfect vehicle, however, because from 
the outset it sets its sights on doing a superior job of delivering value to 
the customer and measures its performance accordingly. The measures 
of achievement, in other words, focus on whether customer expecta- 
tions are being met and how satisfied customers are with the product or 
service. 

The horizontal organization seeks to satisfy both “internal” and “ex- 
ternal” customers. In effect, it removes much of the opposition between 
these two groups. Those customers internal to the organization receive 
the information and products they need, when they need them, in order 
to deliver the value proposition to customers external to the organization. 
(Medical personnel inside a hospital, for instance, are customers of cer- 
tain products and services such as X rays or physical therapy, which they 
then incorporate into the valuable service they offer their patients.) If 
internal customers keep performance goals on track, they can set as their 
primary goal the complete satisfaction of external customers and have 
confidence that delivering the value proposition will assure bottom-line 
success. 

How does this philosophy play out in the day-to-day operation? The 
work flow becomes the catalyst for channeling all energies toward deliv- 
ering a superior value proposition to the customer. It links the activities 
of employees to the needs and capabilities of both customers and sup- 
pliers so that all three are aligned in the company’s quest to achieve its 
competitive advantage. Frontline people are equipped with the skills to 
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understand not only how their own processes contribute to the delivery 
of the value proposition, but also how the individual work flows are re- 
lated one to another. 

Because the work of a process is usually too much for any one person, 
work is broken into team-sized chunks, with the amount of work deter- 
mined by the size of the team. Teams can range from 2 to 25 people, 
but the typical team comprises 15 to 20 members. Merely labeling a group 
as a “team” does not make it one, however. The true team brings to- 
gether people with complementary skills who are committed to a com- 
mon purpose — not just a common assignment — and who have specific 
and measurable performance goals for which they hold themselves mu- 
tually accountable. 5 

The people who populate the teams, and ultimately the core process 
group, are chosen because they can perform the tasks and either have, 
or can develop, the skills needed to carry out the work of the process 
now redesigned to enhance the value proposition. They are then formed 
into teams according to how the work flows. Sometimes one team can 
perform an entire core process end to end. However, there is often more 
work or subprocesses than any one team can handle. Accordingly, a chain 
of teams is organized to perform the sequential work of the core process 
and constitute the core process group. 

Teams in the horizontal organization also assume real managerial re- 
sponsibilities. When teams are organized around work flows, it is only 
logical to make them self-managing. After all, who knows better where 
the bottlenecks are and how the process can be improved than those 
frontline workers who are responsible for it from beginning to end? Giv- 
ing these people the key components of empowerment — that is, author- 
ity, information, training, and motivation — enables them to solve prob- 
lems in real time and keep process performance on track. 

Hierarchy of a Different Kind 

Hierarchy is not completely abolished in the horizontal organization, 
however. The core process groups report to process owners — typically 
teams of leaders or sometimes individuals (teams are preferred) — who 
are responsible for meeting the specific performance objectives of each 
process. The owners dedicate themselves to building capabilities, team- 
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work, and open communication across the work flows. They make sure 
that problems are resolved and obstacles removed before the work of the 
process is impaired. 

There is still some hierarchy overlooking the whole company as well. 
A certain amount of hierarchy will always be necessary because human 
capabilities are naturally limited: No one can know and do everything, 
nor will everyone in an organization always agree about what ought to 
be done. Consequently, all organizations — large or small, wealthy or lim- 
ited — need leaders to make decisions for others . 6 The hierarchy retained 
after a transformation to a horizontal enterprise continues, for example, 
to shape the company’s overall strategic direction, identifying and artic- 
ulating its value proposition, providing the road map for business devel- 
opment and organizational change, and overseeing the redefinition of 
cross-functional processes. Those leaders must keep their eyes trained on 
developments in the external environment, assessing threats and oppor- 
tunities wherever they arise. 

That said, hierarchy can be kept to a minimum so long as the hori- 
zontal arrangement links the various work flows directly to one another. 
Related but fragmented tasks are combined, and non-value-adding activ- 
ities — such as repetitive inspections and unnecessary meetings — are abol- 
ished. The result is a flatter but still hierarchical arrangement of teams 
that replaces the steeper, more vertical hierarchies of traditional func- 
tional management . 7 

Flatter, not flat, is an important distinction to make in describing the 
horizontal organization. There are certainly fewer levels of hierarchy, but 
the organization will not be totally flat, nor should it be. Accountability 
and a value-adding hierarchy that directly contributes to achieving per- 
formance goals will still be evident in any organization structured around 
core processes. 

Although managers retain control, their emphasis shifts to leading 
teams, coaching employees, and facilitating relationships among customers, 
suppliers, and the organization. They allocate time differently now than they 
did in the past, developing capabilities in others, discovexing new resources, 
improving processes, eliminating bottlenecks, and looking for innovative 
ways to deliver value. Moreover, if those managers become process owners, 
they evaluate situations, make decisions, and apportion resources with an 
eye toward continuous performance improvement. For employees, this re- 
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balancing of power means that information and training are provided just in 
time on a need-to-perform basis. Career paths follow work flows, and ad- 
vancement goes to people who master multiple jobs, team skills, and 
continuous improvement. Compensation rewards both individual skill de- 
velopment and team performance in support of process goals . 8 

The horizontal model’s incorporation of the principles of empower- 
ment, process structure, multi-skilling, and process and customer-based 
performance measurement and feedback has a wonderfully uplifting ef- 
fect on employees that counters the alienation engendered by the mind- 
numbing specialization prevalent in the vertical organization. An expla- 
nation of why this approach so enriches the workplace is offered by 
Hackman and Oldham in their book, Work Redesign. The authors cite five 
specific “core job dimensions ” 9 that can alter an employee’s psycholog- 
ical state and thus promote greater job satisfaction: 

■ Skill variety, or breadth, meaning the number of different activ- 
ities required to do the job (appointment scheduling, record keep- 
ing, word processing, and so forth) 

■ Task identity, or depth, which refers to how much end-to-end 
responsibility is involved. (Is the worker charged with making one 
whole item or completing one entire process from beginning to 
end?) 

■ Task significance, or the perceived impact the job has on others 

■ Autonomy, or the empowerment that people have in planning 
and carrying out their own work activities 

■ Feedback, or information shared with employees about how effec- 
tive they are in performing their tasks 10 

This model has been the focus of many empirical tests, most of which 
support many aspects of the model . 11 

Jobs with those characteristics are jobs that people enjoy, care about, 
and are committed to. Taking increased responsibility for the outcome 
of their activities, people are motivated to provide high-quality perfor- 
mance, all of which translates into lower absenteeism, reduced turnover, 
and, ultimately, success for the organization as a whole. 

The important point to make in discussing organizational design is 
that every one of these five crucial characteristics is implemented and 
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supported by the principles underpinning the horizontal organization. 
By utilizing high-involvement work systems, empowered workers grouped 
in teams, just-in-time feedback, and multidimensional training practices, 
the horizontal design creates a more humane work environment and 
gives newfound meaning to work itself. 

Consider, for example, the experience at OSHA. Before the redesign, 
OSHA inspectors were simply evaluated on how many inspections they 
did and how many dollars worth of fines they levied. Today, all organi- 
zational elements of the field offices’ performance — the strategy, the pro- 
cesses, the organizational structure — have been redesigned to enable the 
agency to reduce injuries, illnesses, and deaths. High-involvement work 
systems now empower workers to do a better job of reducing injuries. As 
worker satisfaction increases at OSHA, so do motivation and perfor- 
mance. As a newly designed horizontal organization, OSHA is moving 
toward measuring field officers on the impact of the safety measures they 
recommend and on the success they have at reducing injury, illness, and 
death in the U.S. workplace. The inspectors’ work is no longer just a 
numbers game; they work in teams on whole tasks to deliver performance 
with real impact on achieving OSHA’s aspirations and the safety and 
health of the people of the United States. 


To see the reaction of these field workers, people who had worked in the system for 
20 years, and now for the first time it was almost as if they themselves had been 
reinvented. They felt reinvigorated. They told me that this was why they had come 
to work as OSHA in the first place — to make a difference in how people worked, to 
make the workplace better and safer, to save lives. 

Nelson Reyneri, former director of reinvention at OSHA 


Ulfhat about Reengineering? 

Over the past several decades, a number of performance enablers have 
been advanced and adopted by both large and small companies in an 
effort to improve their performance and to make themselves more com- 
petitive. The horizontal organization maximizes the gains from many of 
these enablers, such as the advanced use of information technology to 
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provide computer-based coordination and communication, just-in-time 
inventory control, and the like. It rests upon the broad shoulders of such 
concepts as reengineering, cross-functional teams, and high-involvement 
work systems. Of course, the theory and practice of horizontal organiza- 
tions add insights of their own, which will be evident from the discussion 
of particular organizations in chapters 2 and 5-8, but it is significant to 
note that without its important antecedents, the horizontal organization 
would never have evolved and commanded the attention it is receiving. 

Few proposals have had the far-reaching effects that reengineering has 
had. In The Reengineering Revolution, Michael Hammer and Steven Stanton 
define reengineering as “the fundamental rethinking and radical rede- 
sign of business processes to bring about dramatic improvements in per- 
formance.” 12 A key concept behind the horizontal organization as well, 
performance improvement provides one of the primary means by which 
managers can measure the success of the business transformation. In 
reengineering processes, managers seek immediate and dramatic im- 
provement. The horizontal model, however, looks to improve perfor- 
mance and to institutionalize the capability for continuing those perfor- 
mance gains while enhancing the quality of life for employees. And by 
focusing on the relationship between strategy and organization, the hor- 
izontal organization helps amplify many of the gains made by reengi- 
neering by making sure that performance improvements are directed at 
leverage points that matter most to a company’s competitive success. 

The horizontal model both utilizes reengineering to change how pro- 
cesses work and supports the dramatic improvements that reengineering 
engenders. But more to the point, it explicitly draws on reengineering 
within the core process group to achieve the value proposition to guide 
organization design. The horizontal organization depends on the reen- 
gineered process to help identify what skills an organization needs, for 
figuring out how to use individual talents, and for determining who 
should work together on teams. 

In neatly synergistic fashion, the horizontal design in turn supplies 
what the organization utilizing reengineering needs to scale the heights 
of success. It makes sure that the makeover does not begin and end with 
merely a redesign of processes but also incorporates the required orga- 
nizational changes, including developing the requisite behaviors and 
skills to make sure that performance improvement is continuous and on- 
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going rather than just a one-shot occurrence. Research on how to imple- 
ment reengineering most effectively has stressed the need to address con- 
currently all elements of organization performance including structure, 
systems, skills, shared values, staff, style, and strategy . 13 The horizontal 
organization does just that. 

An additional distinguishing characteristic of the horizontal organi- 
zation is that at its inception, the question that the horizontal organiza- 
tion attempted to answer was what the organization of the future might 
look like and how it would work. Thus, from the outset it specifically 
aligned all seven of the factors that affect performance and geared them 
toward delivering the value proposition . 14 

I would be remiss, however, if I did not remind readers that companies 
adopting horizontal structures cannot possibly attain peak operating per- 
formance unless they have in place the basic requirements for any high- 
achieving company. These include a demanding, aspirations-driven sen- 
ior leadership, a focus on key customers and markets, a strong perfor- 
mance ethic, world-class capabilities in at least one dimension critical to 
delivering the value proposition, and other fundamentals such as an ef- 
fective balance sheet and capital structure management and adequate 
investment in research and development . 15 That is a tall order. But it is 
better to know in advance that merely moving your people and functions 
around will not transform an old jalopy into a Ferrari. 

All this may be so familiar as to seem obvious, but all too often in the 
race for the most recent cure, the fundamentals may be overlooked. If 
that is true of your business, you must address these issues before — or at 
least concurrently with — the adoption of a horizontal approach. 

Rethinking Downsizing 

While sometimes necessary, downsizing is often of limited effectiveness 
and done thoughtlessly . 16 Given the trauma suffered by those on the re- 
ceiving end as well as the tremendous social costs involved , 17 it is impor- 
tant to conduct any downsizing activities as thoughtfully as possible and 
avoid them when feasible. Indeed, companies need to exercise more cre- 
ative thinking about alternatives to downsizing that they can use . 18 

Organizing horizontally does not mean or require downsizing. Yes, 
horizontal organizations reduce bureaucracy and eliminate non-value 
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added work; but properly conceived and implemented horizontal organ- 
izations develop new roles for current and future employees as well as 
new processes that provide value to the customer and help support long- 
term success. The horizontal organization does not just reduce bureau- 
cracy and non-value added work. Problems have arisen at many organi- 
zations that make drastic cuts without thinking about what the new 
organization should look like and without determining which skills, tal- 
ents, and assets are needed to compete effectively and help assure long- 
range success. A horizontal framework, however, promotes new roles for 
employees that improve their sense of worth, and it develops new activi- 
des and processes that add value and deliver a winning value proposition. 

The employees interviewed for this book speak in glowing terms of 
the new roles that they play in their horizontal organizations. Many of 
them now serve as process owners or members of teams responsible for 
identifying best practices, sharing knowledge and skills across the orga- 
nization, 19 leading projects, supporting integration efforts with suppliers 
and customers, promoting continuous improvement and process rede- 
sign. 

Particularly disconcerting about the waves of downsizing that have 
marked this decade is the remarkable thinning of the ranks of middle 
managers and business professionals. Michael Hammer predicted “a 
probable reduction of over 50 percent in the number of people with 
‘managerial’ job titles.” 20 Too much indiscriminate cutting, however, has 
already sliced away valuable muscle along with the fat. Certain companies 
have effectively forfeited their ability to sustain competitive advantage 
because they inadvertently or unthinkingly weeded out both the better 
workers and the mid-level leadership necessary to generate change and 
fuel future growth without thinking through what critical skills are nec- 
essary for going forward. 21 

The horizontal approach is totally at odds with the quick-hit, wholesale 
slash-and-burn maneuvers that, by their very nature, preclude taking the 
time to decide which personnel and skill sets are fundamental to achiev- 
ing competitive advantage and long-term aspiration — let alone actively 
working to preserve and replenish those elements. One of the first steps 
in horizontal design, as a matter of fact, is to figure out the winning value 
proposition and then exactly who and what are needed to deliver that 
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value proposition. Then the designers set about developing a clear, ac- 
tionable picture of how to proceed. 

While skills and roles may be different in the horizontal organization, 
leaders should direct their energy to training current employees to han- 
dle additional responsibilities. This training should not overlook those 
people from other parts of the organization who can fill gaps in processes 
and expertise that appear elsewhere. A fundamental rule in a horizontal 
makeover is that people should not be treated like disposable machinery. 
Employees who already have the skills the company needs to win in the 
future should be retained, and those who are willing to work to gain 
those skills should be supported with all the encouragement management 
can muster. Of course, in some situations external recruiting will also be 
required. 

The emphasis on support and retraining speaks to the humane nature 
of the horizontal model. This new approach reflects a desire to reinstate 
the social contract between companies and employees that many observ- 
ers believe has been severed in recent corporate dismemberments. Cer- 
tainly people can still be let go if they perform poorly or if they simply 
cannot adjust to a fresh approach to accomplishing the work of the or- 
ganization, but companies do have a responsibility to retrain where pos- 
sible and to try to find new opportunities for people who must be dis- 
charged. 

In terms of leadership, such a philosophy instills loyalty and grooms 
leaders who will make necessary accommodations to implement needed 
change. Being assured of retention and reward in the new organization 
increases their courage to participate in the revamping and their willing- 
ness to commit to the transformation. What is more, since long-term 
success ultimately depends on institutionalizing a new way of thinking in 
the ranks of management, companies can make great strides toward as- 
suring that outcome by rewarding those leaders who promote and sup- 
port the change in the first place. 

It is not enough just to say that the horizontal model is at odds with 
mindless downsizing; in actuality, it can be a platform for new growth. 

Many of today’s most successful, fast-growing companies, having or- 
ganized horizontally in whole or in part, are geared to successfully exe- 
cute strategy and to support growth. They are attuned to the demands 
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of new technology and actively work to keep employees up-to-date. These 
cutting-edge companies do not saw off limbs without any idea of what 
the surviving entity wants to be or should be, nor do they operate without 
any understanding of what types of skills and people are necessary to go 
forward. 

A problem typical of, but certainly not limited to, a downsized orga- 
nization is a serious mismatch of skills. Constantly changing technology 
demands constantly upgrading skills. Companies whose ranks have been 
thoughtlessly depleted can quickly find themselves short of the brainpow- 
er needed to meet the challenge. The multiskilling expected and pro- 
moted in the horizontally structured organization, however, more easily 
accommodates an environment that is in flux. 


Can Expertise Survive? 

Any mention of multiskilling or cross-functional approaches inevitably 
raises the question of how functional or technical expertise can survive 
in such a setting. The answer lies in the versatility of the horizontal mod- 
el. As you will recall from the preceding chapter, the design does not 
require an either/or choice between horizontal and vertical. A hybrid 
combination that draws on the performance capabilities of each easily 
permits the retention of a functional structure where technical expertise 
is crucial or where a critical mass is needed for economies of scale. For 
example, an insurance company might make case managers responsible 
for the end-to-end customer-service process, while forming dedicated 
teams to handle specialized or technically difficult regulatory problems. 

Other approaches also exist to help maintain technical expertise. Best- 
practice “diffusion teams” such as those at Motorola’s Space Systems and 
Technology Group can help ensure that cross-functional teams are up to 
date on the latest technologies and approaches; they also provide the 
expertise and best approaches for dealing with complex activities such as 
collaborating with suppliers and customers in the design of products, 
marketing and distributing products, and satisfying increasingly discrim- 
inating customers. Specialists who are part of functional “pools” can pro- 
vide needed expertise to cross-functional teams on an “as-needed” basis, 
and then return to the pools to refresh or develop new knowledge. On- 
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line courses and training can help ensure that teams are kept up to date 
on the latest technology and best practices. 

Networks are another option for providing expertise that can be 
quickly accessed — not just documentation but real people with concrete 
experience handling similar types of situations. Many companies already 
use best-pracdce databases and networks that include computerized in- 
formation categorized according to different kinds of challenges, as well 
as online access to other people with pertinent knowledge. Networking 
behavior also allows employees to work collaboratively to solve immediate 
problems, form ad hoc teams, or access the needed technical knowledge, 
expertise, or documents. 

In the case of OSHA, the technical challenges in the field were not 
so daunting that people needed to remain divided into functional spe- 
cialties. Rather, members of the cross-functional teams maintain requisite 
technical proficiency by attending conferences and training sessions, ac- 
cessing best-practice networks, and keeping up with the current technical 
literature. Of course, in some situations technical expertise will be so 
challenging that highly specialized individuals must work on an ongoing 
basis alongside others who are regularly dealing with related technical 
challenges. In such situations, people usually remain assigned to func- 
tions (for example, as we will see in chapter 8, Xerox has retained its 
researchers in vertical groups). 


At Xerox, everybody up and down the line sees the post-installation surveys we ask 
our customers to complete. Even our research people see these responses, as well 
as those (the PhDs) who are designing and developing our products. 

Paul Allaire, CEO of the Xerox Corporation 


Under such circumstances, people must remain in functions, but orient 
themselves not just to the internal performance goals of functions but to 
enabling/ supporting the performance of the core process groups and the 
company/organization as a whole. Now they must learn to view themselves 
as “partners in process performance.” They will be evaluated on how re- 
sponsive they are to the needs of their internal customers, the core process 
groups: Do they give the processes what they need when they need it? 
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In answer to the question of whether technical expertise can survive 
in a horizontal organization, the answer is a resounding yes! Not only can 
it survive, but it can also thrive. 

A Virtuous Circle 

Organizations that are performance-focused are the ones that will lead 
the way into the new millennium. These survivors will continue to provide 
meaningful work, and in so doing, they will create what I like to think of 
as a “virtuous circle”: an enriched environment that taps individual skills 
and creativity to produce ever greater performance in an endless round 
of progress and productivity. 

But unless companies have both a picture of the new organization 
and a well-thought-out, integrated theory of how it is going to work, it 
will be frighteningly easy to retreat to the familiar, to the model that 
worked in years past. Once people are sheltered from the petty tyrannies 
and turf wars of the vertical culture, they will find working horizontally 
to be liberating and enlivening. 

The next chapter will discuss in greater detail the design principles 
behind the horizontal organization in its generic form. With those prin- 
ciples firmly in mind, you will begin to see how the generic chart evolves 
into the actual and distinctly different images of actual organizations dis- 
cussed in chapters 5-8. 
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EMPOWERS PEOPLE 

HOW EMPLOYEES CONTROL THE COMPANY’S CORE PROCESSES 


Max Weber, the nineteenth-century German sociologist renowned for 
his study of social and economic organizations, came down foursquare 
on the side of the vertical organization headed by a single individual: 
“The monocratic variety of bureaucracy,” Weber wrote, is “capable of 
attaining the highest degree of efficiency and is . . . the most rational 
known means of carrying out imperative control over human beings .” 1 
Weber’s observation grew naturally out of his study of a range of hier- 
archical organizations, from political and economic institutions to mili- 
tary forces to ecclesiastical orders. Nevertheless, his examination was, by 
virtue of its place in the flow of history, rather limited: Few, if any, en- 
terprises then existed that could offer Weber an alternative to the tradi- 
tional vertical organization. 

Weber’s notions of bureaucracy, however, were innovative for his day. 
Whereas the vast majority of hierarchies were built on the principles of 
nepotism, favoritism, even political corruption, Weber proposed a bu- 
reaucratic system comprising people who had proven themselves deserv- 
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ing of authority and who had the technical expertise the system needed 
to flourish. 

As organizations in the early part of the twentieth century combined 
Weber’s meritocracy with Taylor’s principles of scientific management, a 
new organizational architecture began to take shape. Henry Mintzberg 
calls this the “machine bureaucracy,” a highly productive means of organ- 
izing and managing that, as previously discussed, has become the domi- 
nant model for organizations even in the late twentieth century. 2 In the 
right situations, as mentioned previously, the machine bureaucracy offers 
extraordinary efficiency and productivity. Characterized by inflexibility 
and slow to react to market forces, however, machine bureaucracies such as 
the one Henry Ford built cannot keep pace with the changes taking place 
today on a global scale. The horizontal organization, however, in which the 
emphasis shifts from top down to focusing across at customers, from com- 
pliance with execudve orders to meaningful participation in the produc- 
tion of customer satisfaction, quality, and team excellence, is much more 
attuned to today’s radically different business world. 

Part III of this book concentrates on showing you how to adapt the 
horizontal model to fit your specific needs. To lay the groundwork for 
that transformation, this chapter illustrates, so far as possible, what the 
new kind of organization designed around core processes looks like. It 
uses generic charts to represent a horizontally structured organization in 
general terms. An organization chart is just a picture, of course, and 
cannot depict the skills and behaviors necessary for organizational ef- 
fectiveness. It should never be mistaken for the organization itself. Despite 
its shortcomings and oversimplifications, it does serve a number of useful 
functions. By examining these charts, for instance, you can get a better 
sense of how some of the key elements of the horizontal approach, as 
outlined in chapter 1, fit together to provide an actionable design for the 
organization of the future. Actually seeing the design principles at work 
will help you to draw the chart that best describes or defines your own 
horizontally structured organization. 

Why the Organization Chart? 

An organization chart is merely the visual representation of an organi- 
zation’s features; obviously, one cannot really “see” the internal struc- 


74 WHAT THE HORIZONTAL ORGANIZATION IS 



ture of an enterprise. But like an X ray that shows the vertebrae of the 
spine or the body’s skeletal system of joints and levers, the chart diagrams 
the various parts of the organization and shows how they are interrelated, 
how individuals are grouped, and how tasks, authority, and responsibility 
are allocated. It is a useful tool for avoiding confusion and for develop- 
ing a shared understanding of the organization among those who pop- 
ulate it. 

But perhaps its most interesting and useful feature for organization 
designers is the way it allows them to play “what if” — that is, to problem- 
solve on paper by trying out various structural permutations and people 
placements. For leaders seeking to transform their organizations by 
adopting the horizontal model, being able to work with a horizontal chart 
helps free those engaged in organization design from the restrictions of 
the vertical “template” that is too often “hard-wired” on their subcon- 
scious. No more do tall authority structures with their multiple reporting 
levels and top-down decision making or functional departments have to 
predominate. Now leaders can begin to visualize what a flatter, customer- 
driven, team-based, empowered organization looks like and understand 
how it might be structured. 

At the same time, I must emphasize that the horizontal organization 
entails much more than a series of boxes and connecting lines on a piece 
of paper. Not all of the 12 design principles (outlined briefly in chapter 
1 and discussed in greater detail in chapters 11-12) will be visible in a 
tangible way on the chart. For example, no drawing can show how em- 
powered workers exhibit frontline problem-solving and continuous im- 
provement skills, how they develop them, or how the whole organization 
is measured according to balanced performance objectives. The crucial 
role that information technology plays within a horizontal organization 
is unchartable as well. 

Be that as it may, certain structural similarities will be apparent wheth- 
er the chart is a generic one, like the ones in this chapter, or whether it 
is drawn to illustrate the horizontal organization in one of its various 
incarnations, as exemplified by the case studies discussed in this book. 
The horizontal organization can potentially be applied: 

■ Across more than one company 

■ At the enterprise level, such as over an entire corporation 
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■ Across multiple business units within a corporation 

■ Within an individual business unit 

■ Over a core process group within a business unit 

■ At the operating-unit level (say, a factory or office) within a busi- 
ness unit 

The core process group (CPG) is, of course, the centerpiece of every 
horizontal organization, and it is clearly visible on the organization chart 
(although the reengineering of processes and the strategy behind it are 
largely invisible). The CPG provides the architectural framework that 
makes it possible for a large organization with potentially thousands of 
teams to work in a unified fashion. Without the concept of core processes, 
it is virtually impossible to coordinate all the activities that are required 
to produce a product or service. Instead of departmentalizing people into 
functions, it is more logical and efficient to departmentalize them into 
core process groups. 

Core processes take raw materials (or raw data or still-simmering 
ideas) and turn them into an end product or service that has significant 
value for a customer. A core process might include actions that range 
from procuring needed raw materials, to consulting with suppliers and 
customers on new-product design, to involving customer service repre- 
sentatives in measuring how satisfied customers are with the product. The 
overall core process, in other words, extends far beyond the physical lim- 
its of the conveyor belt or the production room. It reaches around cor- 
ners and down corridors and across floors. And in many organizations, 
the core process even extends beyond the boundaries of the physical 
plant to embrace suppliers and customers in the design and marketing 
of products and services. 

Each organization’s core processes are unique to that entity, of course, 
because they are designed specifically to deliver the organization’s value 
proposition. The manufacturer of steel cases or the provider of financial 
services or the communications giant will each engage people in the 
unique and not-so-unique sets of activities required to make its product 
or provide its service. 

Before you can begin to design your own organization and form for- 
mal organizational departments around core processes, you must first 
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determine what your core processes are. To do this, you have to start with 
a painstaking analysis of your objectives and your operations, as described 
in chapter 9. Many managers run into problems when attempting to reen- 
gineer processes because they fail to ask the hard questions about where 
they want the company to go, what businesses they want it to be in, what 
customers they hope to win, and what value proposition they can offer 
to capture those customers. The answers are not always so obvious. Stories 
are legion about companies that have jumped onto the Internet band- 
wagon before doing the necessary homework and strategy setting, only 
to discover too late that they were not adequately prepared. 

A thorough analysis of the operations of most any large organization, 
public or private, will uncover probably no more than three or four core 
processes that capture the essence of the business, its strategic objectives, 
and the customer segments it seeks to attract. Although the details of one 
company’s core processes differ in important ways from those of another 
company (even in the same industry), certain primary features of pro- 
cesses themselves can be isolated and described to illustrate how a hori- 
zontal organization is charted and how the work flows. 

A Generic Picture of the Horizontal Organization 

Facing stiff opposition, either imagined or real, a change-management 
team may be tempted to take what seems to be the easy, nonconfronta- 
tional approach to transforming a company into a horizontal organiza- 
tion. Why not simply turn the traditional stovepipe functions or depart- 
ments (finance, R&D, and marketing) on their sides? This is analogous 
to digging a tunnel in hopes of striking oil. The problem is that this so- 
called solution is at odds with the concept of core process groups, without 
which there can be no horizontal transformation. It fails to take into 
account that core process groups are typically flatter than functions and 
actually cut across multiple functions, requiring a team or teams of peo- 
ple with cross-disciplinary skills in order to reach the end-of-process ob- 
jective. For example, a company wishing to deliver the highest-quality 
audio product to its customers at a competitive price must bring R&D 
experts into direct contact with suppliers, customers, manufacturing per- 
sonnel, and others in the factory to determine the most cost-effective 
means of assembling and testing product. 
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In place of (or, in some cases, in addition to) the departmentalization 
found in the vertical hierarchy, groups or teams of employees representing 
various functions assume responsibility in a horizontal organization for an 
entire process from its beginning point to its end result (or, in cases where 
the process is especially complex, for a selection of steps involved in that 
process) . A core process group may comprise case managers, members of 
a single team, or even hundreds of teams. A typical core process group 
might include managers and staff from finance, R&D, manufacturing, mar- 
keting, and customer service, but their overall objective is no longer con- 
fined to the narrow parameters of their former functions. 

For example, theoretically minded inventors from the R&D depart- 
ment might move out of their closed-door offices to join fellow team 
members on the shop floor where the manufacturing occurs or in the 
laboratory where a new product is assembled and tested. There they meet 
others whose expertise may lie in creating great marketing campaigns, or 
in dealing effectively with customers, or in searching for the least expen- 
sive, most reliable suppliers. Together they become members of the same 
organization department and are held jointly responsible for making sure 
that the end product achieves and maintains the characteristics of cost, 
quality, and timeliness that the company has set for its production. In 
this theoretical example, one can see how the various design principles — 
core process grouping, teaming, performance-based measurement, em- 
powerment, and cooperative culture — come together in the horizontal 
organization. 

The objective in charting the organization is to group people together 
in cross-disciplinary ways so as to achieve the overall goals of the process. 
That grouping cannot be dictated by convenience of location or by in- 
dividual personalities; instead, leaders must try to group people according 
to the exact mixture of skills necessary to realize the primary objectives 
of the core process and deliver the organization’s value proposition. 

Fig. 4.1 depicts a core process group that cuts through several of the 
traditional functions of a vertical hierarchy. Some departments, like Strat- 
egy or Research and Development, as indicated in Fig. 4.1, that are not 
incorporated into core process groups and remain vertical, are still 
charged with working as “partners in process.” This relationship between 
the vertical and horizontal parts of a hybrid organization cannot be chart- 
ed, but it is addressed in the horizontal design principles. 


78 WHAT THE HORIZONTAL ORGANIZATION IS 




n_ 

GENERAL 

MANAGER 

FINANCE 


GENERAL 

MANAGER 

R&D 


VICE PRESIDENT 


GENERAL 


GENERAL 


MANAGER 


MANAGER 


OPERATIONS 


STRATEGY 



Fig. 4.1 A Generic Horizontal Organization with One Core Process Group 


Note that at the top of the organizational chart in Fig. 4.1, there are 
still a few layers of vertical authority, here assigned to general managers. 
These positions of high-level hierarchical authority are held by people 
who guide the organization’s operations, determine overall performance 
goals for multiple core process groups where applicable (as depicted in 
Fig. 4.2), and set the company’s future strategy for attaining those goals. 

What is more, these managers must make sure that the core process 
groups are not operating at cross-purposes and that the selected processes 
are indeed the ones that are needed to produce the product or service 
in a way that will satisfy the desired customer. In addition, as leaders well 
know, some day-to-day responsibilities do not always lend themselves to 
the team approach. Rewarding or disciplining people for their behavior, 
for example, are duties often best handled by an individual rather than 
by committee. And lest we forget, somebody has to sign the checks! 

The third tier of the generic chart shown in Fig. 4.1, however, illus- 


THE HORIZONTAL ORGANIZATION EMPOWERS PEOPLE 79 












CORE PROCESS GROUP 


MANAGER 


I MANAGER 


MANAGER 


PERFORMANCE’ 
, OBJECTIVE i 


'PERFORMANCE] 
[ OBJECTIVE J 


'PERFORMANCE 
i OBJECTIVE J 


Y1CE PRESIDENT 


GENERAL 

MANAGER 

STRATEGY 


GENERAL 

MANAGER 

FINANCE 


GENERAL 

MANAGER 

RAD 


GENERAL 

MANAGER 

OPERATIONS 


Fig. 4.2 A Generic Horizontal Organization with Multiple Core Process Groups 










trates a major departure from a traditional hierarchy. It depicts what 
traditionally would be another level of managerial supervision, but now 
these managers are assigned, as indicated by the three arrows, to a flatter 
position: that is, they become members of the process owner team. In 
this position, they are slightly above that of the core process group itself 
(their elevated position is suggested by the 45° line extending to the core 
process group). Although they are “owners” of the process, in many cases 
they also serve as members of the core process group. That is, these 
process owners report to the top managers, but join frontline workers 
from the various departments to form the three teams that comprise the 
core process group. Each team takes responsibility for achieving a set of 
performance objectives critical to the core process. 

The generic charts in Figs. 4.1 and 4.2 assume that the organization 
in question operates 24 hours a day and employs three shifts, or teams, 
of workers. People take positions on the team corresponding to their 
shift. At the beginning of the first shift, the process owners meet with 
members of Team 1 to set priorities for production, determine availability 
of resources, and anticipate problems that may arise during the day. At 
3:00 p.m., Team 2 takes over the core process group's work, accepting the 
set of priorities established by the owners or altering the schedule if an 
emergency order is received. This second team hands off its work to 
Team 3 at 11:00 p.m., which continues the work of the process and orders 
parts or raw materials as necessary to prepare the way for Team 1 to 
resume the work the next morning. Representatives from Team 3 then 
meet with the process owners to update the progress on meeting the core 
process group’s objectives. 

I hasten to point out that the membership of these teams is not ab- 
solutely fixed. People can move on and off a team when their expertise 
is required to reach performance objectives or when other team members 
are absent. In some organizations employees may rotate from shift to 
shift, again as needs dictate or as workers wish to vary their schedules; 
however, in most horizontal organizations it may be more reasonable to 
ask frontline employees to move from team to team within the same shift. 
For special projects or when top managers determine that a new perfor- 
mance objective is needed, the teams can be radically reconfigured. Fur- 
thermore, in organizations with thousands of employees, multiple linked 
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teams can be assigned within each shift to coordinate the work of a single 
core process. 

Vestiges of the vertical organization are suggested in the dotted lines 
of Fig. 4.1 that extend from the managerial positions to the frontline 
workers. In the traditional vertical chart (see Fig. 1.1), those workers were 
represented by the fork tines extending below mid- and low-level mana- 
gerial positions, but in the generic chart, they are mere shadows of their 
former selves. (Fig. 4.1 indicates the incorporation of three representa- 
tive employees into Team 1, but it should be understood that front- 
line workers can become members of any team that needs their special 
skills or expertise.) Core process grouping more fully utilizes these front- 
line workers as team players who are much less narrowly focused on 
internal functions. In the modern horizontal organization, with its em- 
phasis on empowerment, multiskilling, and evaluation based on process- 
engendered performance goals, these people do work that is more grat- 
ifying and more clearly directed to achieving a value proposition and 
winning customers. 

An Actionable Alternative 

The initial significance of the generic horizontal chart is evident in the 
way it provides an actionable alternative to what most of us have long 
believed was the only way to organize an enterprise. With late-twentieth- 
century theorists suggesting all sorts of organizational schemata but with- 
out providing a reasonable approach as to how they should actually be 
put in place, too many leaders have been in the dark as to who goes 
where and, even more important, why this or that arrangement is the 
best. Eventually, without a visual clue as to how the pieces of the new 
organization should fit together, they have ended up retreating back to 
the old vertical standby. This has been an actual impediment to leaders 
who wish to transform their organization, but who lack an actionable 
picture of what the transformed organization might actually look like. 
Among the many virtues of the horizontal organizational chart is that it 
finally shows leaders how to link people to cross-functional process ob- 
jectives rather than to internal functional goals and how to use empow- 
ered, multidisciplinary work teams effectively. 

Organizing a company horizontally by core process groups helps di- 
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rect information to the people who need it at the time they must have 
it. At Team l’s daily meeting, for example, managers and employees map 
out precisely what they will need to meet the group’s objectives for that 
day, the upcoming week, or the next three months. Information — in sub- 
stantial measure provided by appropriately designed information tech- 
nology systems — about availability of raw materials, suppliers’ inventories, 
and customers’ specific requests remains in full view before all members 
of the core process group. Whereas such information has a tendency in 
a vertical hierarchy to become distorted (or to fall through the cracks 
completely) as it passes from one level to another, this does not happen 
in a horizontal organization. In more sophisticated versions of the hori- 
zontal approach, as we will see in chapters 5-8, suppliers and customers 
actually participate on some teams, working hand in hand with employees 
to design products that meet their specific needs. Information from sup- 
pliers and the customers could hardly be more direct or pertinent. 

A horizontal organization also overcomes problems related to frag- 
mentation. When traditional hierarchies promote internal functional 
goals and reward employees for individual achievement, there is no guar- 
antee that those departmental goals will add up to a product or service 
that actually delivers a value proposition and meets customers’ needs. 
More than likely, each stovepipe will simply blow its own smoke. And what 
good is it to redesign work processes in a cross-functional manner, only to 
suboptimize the performance improvements possible? This happens when 
people remain departmentalized in functions, and handoffs and conflict- 
ing objectives remain between the different functional departments. 

Because the horizontal approach of organizing around processes 
brings together people from various departments or functions, fragmen- 
tation becomes much less of a threat to a company’s unity of purpose. 
In fact, when top managers set direction and coordinate the efforts of 
multiple core process groups, the fragmentation so familiar in vertical 
hierarchies disappears. The newfound unity of purpose, in turn, reduces 
coordination costs. A horizontal organization also avoids the costs that 
inevitably accompany an excessive number of handoffs, which pass work 
or parts of products from one department to another. Without the need 
to re-do, re-format, re-train, and re-program, the company can realize 
significant savings in short order. 

Perhaps most important, when empowered employees have the infor- 
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mation, training, and authority to make process decisions, they begin to 
see that their input has real results, that they are part of a company-wide 
effort to achieve ardculated goals, and that they are responsible for build- 
ing quality into the products and services they offer customers. Job sat- 
isfaction necessarily improves when people understand what value their 
contributions have in overall performance. 

Although it does not show up on an organization chart, this improve- 
ment of the quality of employees’ lives is of no small significance. Several 
years ago, I spoke with a 62-year-old grandmother who worked on an 
empowered team with what was then the Martin Marietta Astronautics 
Group (now part of the Lockheed Corporation). When asked whether 
the new system had changed anything, she put it this way: “Yes, first of 
all, we’re winning. Second, for the first time in my life, I’ve got meaning 
and I participate. My input means something. I make a contribution and 
have say over what is done.” 

One team member, an employee of the General Electric plant in Fort 
Edwards, New York, responded this way to the same question: “Yes,” she 
said, “I no longer go home from work crying.” 

Because it offers more people the opportunity to share the responsi- 
bility for getting work done and achieving the value proposition, the hor- 
izontal organization answers one of the age-old problems inherent in 
Weber’s machine bureaucracy, especially when imbued with Taylor’s sci- 
entific management principles. That model for organizational structure 
assumed that most frontline workers had nothing to contribute (other 
than their back-breaking labor) and would take no interest in making 
decisions or judgments about a business process, a customer’s needs, or 
a value proposition. 3 The horizontal organization, in contrast, abhors the 
vacuum of this assumption. It presents an argument, in real-life situations, 
for worker empowerment through shared information, direct contact 
with suppliers and customers, involvement in decision-making authori- 
ties, self-supervision, and accountability. 

This empowerment, of course, represents a major departure from the 
way we used to conduct business. Accordingly, core process groups within 
many horizontal organizations experience regular changes in personnel 
and in performance objectives. It should be expected that managers 
would reorder priorities or assign new ones when the company’s markets 
or products or competition changes. They may then reassign individual 
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workers who have the special skills needed to meet the new objectives, 
or they may bring new members onto the team if customers change prod- 
uct specifications or suppliers cannot meet delivery deadlines. 

Although there is some danger that core process groups will become 
insular, managers or process owners can keep rotating personnel from 
one team to another to prevent it. Workers gain a broader perspective 
from multiskilling, working collaboratively with others inside the orga- 
nization as well as with customers and suppliers. They come to under- 
stand better the company’s objectives, as well as those of core processes, 
and they develop skills in frontline problem solving. Thus, they become 
more adaptable and ready to respond to changing conditions. Training 
employees to acquire new skills, then giving them a chance to use these 
skills in creating, building, testing, and marketing new products can also 
help energize them to achieve their best results. 

In sum, the horizontal organization integrates the best efforts of nu- 
merous people on cross-functional teams. Centering their skills and ex- 
pertise on a single core process, these employees take greater control 
over that process and the product they create. By structuring the orga- 
nization around a small number of integrated core processes, those three 
or four core process managers help eliminate barriers and handoffs while 
providing the space and means for frontline people to engage in creative 
problem-solving. Thus empowered, those workers willingly accept more 
responsibility for improving process objectives and building into their 
products the highest possible level of quality. 

If Weber is correct in his assertion that the monocratic hierarchy is 
the most efficient structure for controlling people, the obverse has greater 
validity for our times: The horizontal organization is the most efficient 
means for people to control the products of the organization. As we will see 
in the four organizations examined in chapters 5-8, when the right em- 
ployees take control of a company’s core processes, the outcome is an 
extraordinary increase in efficiency, energy, and involvement. 
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THE SUPPLY MANAGEMENT ORGANIZATION OF MOTOROLA’S 
SPACE AND SYSTEMS TECHNOLOGY GROUP 


When astronaut Neil Armstrong relayed his first words from the moon 
in 1969, he used a Motorola-designed and -manufactured transponder. 
That transmission came through with remarkably little static despite its 
having to travel some 200,000 miles. Twenty years later, however, the 
Motorola Space and Systems Technology Group (SSTG) might just as well 
have considered communicating from the moon, given the amount of 
static that interrupted the interchange between employees, suppliers, and 
customers. Vertically organized, the SSTG was too fragmented and inef- 
ficient in its procurement of supplies. 

SSTG is one of four businesses within Motorola’s Communication en- 
terprise which also includes paging, land-mobile products (e.g., radios), 
and cellular phones. The group produces high-end satellites for telecom- 
munications and data management customers, as well as test equipment 
for communications products such as cellular radios and telephones. It 
is also a major military supplier of tactical radios and secure products, 
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and its communications systems division specializes in battlefield imagery. 
Besides the U.S. Department of Defense and NASA, Motorola SSTG 
serves various commercial users including the Iridium LLC and the Ray- 
theon Company. 

Prior to the 1989-1990 redesign of the supply management operation, 
procuring materials within SSTG — then known as the Government Elec- 
tronics Group (GEG) — was a complicated, predominantly vertical, func- 
tionally divided affair. Some 12 departments in various separate groups 
within GEG were each engaged in locating suppliers, taking bids, obtain- 
ing supplies, and ensuring quality. This fragmentation resulted in an 
enormous and inefficient bureaucracy, making a task as simple as the 
selection of a supplier for a new product a complicated and time- 
consuming undertaking that required the involvement and approval of 
many different department heads. 

Moreover, because the entire group was separated by function, its var- 
ious departments and divisions seldom had common goals. If the engi- 
neering department designed an electrical part, for example, it was not 
required to make sure that a supplier could actually produce the part 
efficiendy and with high quality. Another department assumed that re- 
sponsibility. Quality engineers were expected to police operations and 
intercept bad parts before they got to the production floor — not solve the 
problems, mind you, just find them! Once found, those problems could 
be analyzed for root causes, which Motorola workers could correct and 
prevent from reoccurring. 

Buyers took responsibility for obtaining specified supplies in the cor- 
rect quantity at the lowest possible price. Looking “upward” at supervi- 
sors and department managers rather than “out” to customers, those 
buyers had little concern for issues of quality and timeliness. By the same 
token, design engineers were obligated only to supply the design of a 
new product. Whether the company could get needed parts at the right 
time or the right price or whether the parts required for a design would 
themselves cause quality or manufacturing problems rarely, if ever, en- 
tered their thinking. There was no cross-functional responsibility or op- 
timization of cross-functional objectives, no sharing of skills or perspec- 
tives, and little concern anywhere for how individual functional actions 
would affect either upstream or downstream efforts to deliver the value 
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proposition. In short, no one was really responsible for overall perfor- 
mance. 

The old supply procurement approach was mired in hierarchy. A deci- 
sion or order would filter down from the group’s general manager to the 
divisional general manager to the operations manager to the materials 
manager to the section manager, and so on down the ladder to the lowest 
buyer level — seven to nine levels overall. This organizational hierarchy 
made it especially difficult for frondine employees to voice their opinions 
and suggestions, or to act in real-time to solve problems. Seven hundred 
workers performed various supply management tasks, but coherence and 
cross-functional teamwork were virtually nonexistent. Not surprisingly, 
the communication lines between the supply management organization 
and its suppliers crackled with static. Something had to be done. 

The SSTG’S Value Proposition 

The first step was for Motorola to determine where it wanted the group 
to go, what it wanted to offer customers — that is, the division needed to 
define its value proposition. After analyzing its strengths, weaknesses, 
and long-term goals, the company concluded that it had a “commitment 
to employ leading-edge technology to provide total customer solutions 
with the highest possible quality, reliability, and speed to market” — and 
to do that by fully integrating its suppliers and subcontractors into the 
process. With this value proposition clearly spelled out, Motorola identi- 
fied supply management as a core operating process within the group — 
that is, this process was critical to providing the desired value to custom- 
ers. Taking supply management horizontal by viewing it as an end-to- 
end, cross-functional process and designing a new organization around 
it seemed like the best way to achieve the company’s goals. 

“Ownership” of this process is assigned to a team of four commodity 
process and technology managers headed by Larry Burleson, a vice pres- 
ident of SSTG and the director of operations and supply chain manage- 
ment. The actual responsibility for carrying out the end-to-end work — 
including supply management — of the newly integrated process and for 
meeting its time, cost, and quality objectives is vested in commodity teams 
that report to the team of process owners. In the Motorola SSTG supply 
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management organization, these commodity teams comprise purchasing 
agents, buyers, supplier managers, and various types of engineers — com- 
modity, component, product, quality, and so on. 

The teams are not just groups of people who work side by side on the 
same shift; rather they are highly empowered employees who receive the 
necessary internal information (via team meetings and online sharing of 
project data and knowledge) and, most important, have the authority to 
make timely decisions as to which purchases they should make and which 
suppliers can provide the most appropriate components. To reach this 
level of empowerment, supply management employees are encouraged 
to acquire multiple skills through Motorola in-house training sessions and 
actual course work at Motorola University. This kind of organizational 
support helps ensure that employees have the skills to improve their per- 
formance and the ability to deliver the all-important value proposition 
more effectively. 

Aptly illustrating the power and promise of this integrated approach 
is a real-life example in which a problem with faulty parts was spotted 
and corrected by an empowered team. Alerted to a problem indicated 
by rising defect rates, the supply management teams went about system- 
atically searching for the root causes. As Cindi Wong, a purchasing agent 
with the Motorola supply management electromechanical commodity 
team, recounts it, investigators discovered parts with bent leads, which 
rendered them useless. In the ensuing root-cause analysis, a Motorola 
components engineer led the supply management team in determining 
that the culprit was the supplier’s packaging process. 

Under the old dispensation, Motorola employees would have come up 
against familiar barriers that frustrate communications with suppliers. 
With the new horizontal approach, however, in which teams of suppliers 
work jointly with the commodity teams at a Motorola facility, many of 
those barriers fall, and teams are able to correct defects quickly and ef- 
ficiently. 

In this particular event, the Motorola team devised a new way to pack- 
age the delicate part — complete with a drawing of what type of packaging 
should have been used and even how the supplier should have positioned 
the part in the box in order to ensure its safe shipment. Delighted to 
receive this expert help, the supplier found that a very costly problem 
was resolved quickly and efficiently because the multiskilled Motorola 
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team did not need to wade through multiple layers of administrative ap- 
proval before it could act. Even better, the supply management organi- 
zation's defect rate went down and the group made good on the value 
proposition it promised its customers. 

This packaging solution illustrates a problem-solving approach to 
working with a supplier in order to enhance the value proposition, saving 
customers both time and money they would have spent in repairs or 
replacements. Empowering SSTG employees with control of the supply 
management process proves to be much more than paying lip service to 
fashionable trends and persnickety customers. In the supply management 
organization of the Space and Systems Technology Group, the shift to 
the horizontal organization represents a significant rearrangement of the 
business landscape. 

Organizing a Core Process Horizontally 

Fig. 5.1 at the beginning of this chapter presents a schematic view of the 
supply management organization’s new horizontal structure. Managers of 
various commodity teams (e.g., electronic components and assembly, me- 
chanical/electromechanical, and software and systems integration) com- 
bine forces with managers of production to streamline standard off-the- 
shelf purchases and engineering. They coordinate the activities and carry 
out the steps of the end-to-end supply management core process. These 
commodity teams — along with teams for streamline purchasing, systems 
and software, and operations support — are arrayed beneath the process 
owner team, which comprises vice president and director of operations 
and supply chain management Burleson and the three commodity man- 
agers. 

“Our overall strategy is to take our internal capabilities or competen- 
cies and add them together with the core competencies of our suppliers 
for competitive advantage and differentiation,” explains Burleson. “In 
order to win customers, we try to provide the highest quality at the lowest 
total cost, with the added value being our problem-solving capabilities. 
That’s where we stand out, and where this horizontal structure most helps 
us.” 

To prepare employees for cross-functional decision making and em- 
powered problem solving, Motorola gives each of its teams a tool kit that 
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includes the Ishikawa “fish-bone” diagrams, and it trains them in areas 
such as cost-risk assessment, setting objectives, and problem-solving meth- 
odologies. Team members and leaders alike are required to take 40 hours 
of training a year. Classes range from “Workforce Diversity,” which every- 
one takes, to “Manager of Managers.” Instruction runs the gamut from 
technology to strategy to interpersonal relations, and some classes such 
as Pro-Engineer are available on CD-ROM. 


Knowing how to get people to speak instead of listen to you is very important. You 
need to get that two-way conversation going. 

Larry Burleson, SSTG vice president 
and director of operations and supply chain management 


The company puts such emphasis on cross-training that even non- 
engineer types such as purchasing agents and supply managers undergo 
technical instruction. Giving those employees a better understanding of 
the company’s high-tech products allows them to take a more active part 
in issue resolution (even if they do not completely understand all the 
scientific and mechanical intricacies of a particular product). 

Fig. 5.1 suggests how the new horizontal design has dramatically re- 
duced the inefficiency of the old hierarchy. Organizing around the supply 
management process, implementing cross-functional work flows, and vest- 
ing decision making in empowered teams are directly responsible for 
paring eight or nine managerial levels down to three. Now when an em- 
powered Motorola supply management team needs a supplier or has to 
change suppliers for an existing product, it can go ahead on its own to 
find one. Team members communicate freely with development and 
quality engineers, visit various suppliers, then make their decision based 
on the first-hand information. Even their own team manager need not 
be informed until after a change is made. 

In the popular imagination, “freedom” connotes the absence of re- 
sponsibility. At Motorola, however, the supply management teams dem- 
onstrate that the reverse holds true: Increased freedom to act brings with 
it added responsibility and accountability. Equipped with the informa- 
tion, training, authority, and motivation that distinguish true empower- 
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ment from merely symbolic sanction, the Motorola teams are evaluated 
on how well they are using those tools to achieve process objectives and 
continually improve their performance. 

In order to monitor how well its actions support SSTG’s overall strat- 
egy, each team continually receives information that tracks its perfor- 
mance along a number of dimensions critical to success in delivering the 
value proposition. Tracked daily, weekly, or monthly, as the case may be, 
those measures include defect rates, delivery requirements (on-time de- 
liveries), cycle time, and costs. Beneath the goals appears a roster of or- 
ganizational imperatives — strategies and specific actions that Motorola 
needs to accomplish by predetermined completion dates. 

The new horizontal structure rewards teams that meet those perfor- 
mance imperatives helping to guarantee the high quality of Motorola 
products. Team members attribute much of their personal growth, not to 
mention merit raises and promotions, to evaluations that they receive from 
process owners and other managers each quarter. In addition, annual peer 
evaluations point out in nonthreatening ways how teams members can im- 
prove both their own work and the products they make. Evaluations from 
supervisors and peers focus on overall team performance goals and on 
what individual members are doing to meet them. An employee working 
on a software commodity team might be evaluated, for example, on how 
well the entire team writes up a procedure and develops metrics for rating 
software suppliers, as well as on how effectively he or she personally works 
with suppliers and other team members. The focus is always on enhancing 
personal growth and development, as well as specific individual behaviors 
deemed important to the team’s high level of performance. 


Working on a team allows me to draw resources together and focus on the precise 
task at hand. I’ve become much more time-conscious and efficient. The new hori- 
zontal organization is much less bureaucratic ... I have a greater sense that I can 
control my own destiny. 

Brett Traube, supplier manager of the electrical commodity team 


More efficient work habits enhance employees’ sense of personal and 
team accomplishment, a central feature of the horizontal organization. 
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As an added benefit, managers can now reallocate time and resources 
formerly spent on supervision. That is not to say that management cannot 
or will not intervene if team performance goes off track or if other per- 
formance barriers arise. But now the self-directed teams assume many of 
the former managerial tasks: They fix their own work schedules, evaluate 
their peers, and set their own performance goals. Management is then 
freed up to pursue other activities that add value such as improving pro- 
cesses, setdng strategy, and understanding customer needs. 


Each one of us can use the skills that we have rather than working in a micromanaged 
environment. We can flow in our ideas of how to improve a certain step or process, 
then actually have a chance to implement those ideas into the process. 

Cindi Wong, purchasing agent with the 
electromechanical commodity team 


Suppliers Are Part of the Process 

A joint effort between the supply management organization and its sup- 
pliers at the early stages of design and production inevitably improves 
quality, performance, and customer satisfaction. Another virtue of the 
horizontal structure is that it enables the supply management organiza- 
tion to involve suppliers directly in core processes. This relationship is 
illustrated in Fig. 5.1 by the dotted line that joins joint Motorola-supplier 
problem-solving teams, product engineers, commodity teams, and major 
subcontractor teams: All four work together on the supply management 
core process, maintaining end-to-end control over the various segments 
of that process and ensuring its quality. 

Chosen suppliers work directly with Motorola employees and meet 
face-to-face with end users or intermediate customers, tackling produc- 
tion issues such as improving cycle time and devising more coherent 
plans to manage risk. Motorola representatives explain every facet of the 
company’s requirements and often send “quality notes” to suppliers — 
messages on purchase orders that alert suppliers to points in the process 
where they might need to handle parts with particular sensitivity or sched- 
ule an inspection with Motorola before completion of a project. 
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In the area of design, information technology systems allow a Moto- 
rola team to e-mail a design database directly to a supplier for review. 
Within a matter of hours — not weeks as would have been the case only 
five years ago — the supplier’s changes can be returned and the design 
updated accordingly. The interchange gives suppliers a better under- 
standing of the manufacturing process and allows them to plan their own 
operations with an eye toward accommodating Motorola’s future needs. 

Every month, Motorola sends each primary supplier a summary doc- 
umenting metrics dating back as far as one year. In addition, the com- 
pany evaluates each supplier’s quality (in terms of defective parts per 
million and rates each according to delivery criteria for the 12-month 
period. Motorola and its suppliers reach mutual agreement on goals for 
quality, price, and design, and those goals become a part of Motorola’s 
continuous improvement process, which it calls “Six Sigma.” 1 Now widely 
adapted by companies of every stripe, Six Sigma has become synonymous 
with the most exacting standards of quality that are practical and achiev- 
able. Such an assessment of supplier performance enables Motorola 
SSTG and its suppliers to integrate their problem-solving capabilities to 
track how effectively they are meeting objectives, then to develop ways 
they can work collaboratively to improve their collective performance. 

The company disseminates those evaluations each month to every 
team in the supply management core process group, noting anomalies 
and assigning a team’s purchasing agent and commodity engineer to in- 
vestigate any problems. “The plan is developed with suppliers, and we 
have buy-in from them each step of the way,” explains Brett Traube, 
supplier manager for the electrical commodity team. “Together, we study 
root causes of a potential problem. Is it a software problem? Is it a test 
problem that’s reducing the yield? Are the tests incorrect? The situations 
vary, but the focus is always on identifying opportunities for improve- 
ment.” 

Motorola’s suppliers provide such high-tech parts as semiconductors, 
printed wiring boards, microelectronics, capacitors, and resistors — com- 
ponents that change rapidly as technology makes new advances. Merely 
trying to keep up with those changes requires a team commitment be- 
cause no one person could hope to master all of them. The supply man- 
agement organization’s cross-functional, horizontal structure allows it to 
have immediate access to the experts who are an integral part of the 
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teams before, during, and after the components are designed into a sys- 
tem. In the resulting synergy. Motorola experts work with suppliers not 
only to anticipate a problem before it occurs, but also to bring about a 
speedy resolution when a problem is found. Although not always visible 
to customers, this open and cooperative culture extending across Moto- 
rola’s boundaries adds great value to the company’s products. 

The Iridium Project 

Motorola’s Satellite Communications Group (SCG), part of Motorola’s 
SSTG, is a prime example of how horizontal design principles come to- 
gether in a cross-disciplinary environment to deliver a complex total so- 
lution effectively and efficiently. Designed to provide global wireless 
voice, paging, facsimile, and data services by late 1998, the Iridium project 
called for Motorola SCG to build, launch, integrate, and control a 66- 
satellite constellation. Not only were the numbers daunting, they were 
simply unheard of. As Burleson points out, “Prior to this, there was no 
such thing as a satellite factory. The traditional method was to build sat- 
ellites one at a time.” In 11 months Motorola launched 65 satellites. 
Motorola used 45 percent of the world’s satellite launch capacity with 
nine launches in three countries. The closest to this performance was the 
Global Positioning System with 24 satellites in four years. 

In gearing up to take on such a monumental task, the SSTG supply 
management organization had to evaluate carefully its supplier processes 
and figure out how to reduce costs to one-tenth of their historic levels 
while also meeting requirements for quality, durability, and reliability. 
Reliability engineers, quality-control specialists, buyers, commodity engi- 
neers, as well as representatives from the subcontractors, all brought spe- 
cial expertise to the decision-making process as they worked to marry the 
needs of the project with what the supplier base could offer. 

This multidisciplinary expertise was particularly crucial because this 
project involved a major shift in the way things had been done in the 
past: Commercial, off-the-shelf parts were to be used, for example, rather 
than parts specifically crafted for the project. Since plastic parts would 
be flown into space for the first time, everyone involved needed to know 
that decision makers were bringing to the table the best available multi- 
disciplinary knowledge and information about processes, parts reliability, 
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cost, suppliers’ delivery time, and cycle time. A satellite whirling around 
the earth at 17,000 miles an hour is not easily repaired, so with a lot of 
Motorola money at stake, it was imperative that the best decisions be 
made on the ground. 

All Iridium team members armed themselves with a checklist of tech- 
nical and business requirements and the tool kit of problem-solving skills 
(such as cost-risk analysis) that Motorola gives to every employee. “We 
spent a long time with our teams in training. . . . We knew [problem solv- 
ing] was something they were comfortable with,” says Sandra Hopkins, 
manager of streamline purchasing and head of systems and software pro- 
curement for SSTG. The team members drew on their individual exper- 
tise and the historical data on suppliers and designs available to them 
through Motorola’s information technology system. 

The IT system also proved extremely useful when team members 
needed to know the characteristics of particular parts. Purchasing agents 
and supply management engineers gathered facts on cost, lead time, and 
performance characteristics from suppliers, and then immediately dis- 
seminated them via e-mail to all other team members. This capability 
made for a much speedier and more effective decision-making process. 

Without the cooperative involvement of suppliers and multidisci- 
plined, cross-functional SSTG teams, the company would never have been 
able to meet the performance requirements involved in building and 
launching the Iridium satellites, the first five of which roared into space 
in May 1997. 2 

The Proof in the Pudding 

Although the cross-functional commodity teams have helped transform 
Motorola SSTG’s supply management organization into a cost-efficient 
and productive operation, as the Iridium project indicates, Burleson 
and other leaders believe there are some areas where a function-based, 
vertical structure is still preferable to the horizontal. Physical design 
and highly specialized areas such as microwave development, for ex- 
ample, are best left as functions within traditional departments, in or- 
der to provide the requisite technical expertise. Nevertheless, these 
functions cooperate in furthering the performance of the overall orga- 
nization. 
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Not surprisingly, the team members and leaders interviewed at Mo- 
torola were unanimous in their praise for the horizontal organization. 
They derived their satisfaction with their status as highly empowered em- 
ployees with a newfound sense of growth and expanded opportunities to 
integrate and apply expertise. As Hopkins puts it, “Now I have the best 
of both worlds: purchasing knowledge and the technical knowledge to 
make the decisions.” Burleson adds, “She’s been doing gigantic things 
in process improvement.” For Kris Krishnaswamy, engineering and qual- 
ity manager, having empowered teams working on specific problems has 
freed him to concentrate on key technical issues and strategic matters 
that need his attention. Team members, too, voiced appreciation for their 
ability to solve problems in a more timely manner without waiting for 
managerial approvals. 


It’s just a lot easier to manage the supplier, work with customers. . . . Folks are 
working together. They’re communicating together, and they're all after a main goal. 
We’re not pulling against each other. It’s a big difference. 

Karen Chapman, supplier manager on the mechanical commodity team 


The success of Motorola’s reorganization finds its measure not only 
in workers’ increased perception of their empowerment and their new 
enthusiasm, but also in the reduction of supply management costs. The 
supply management operation has cut costs 60 percent as a result of 
implementing the main elements of the horizontal organization. At the 
same time, the percentage of rejected parts has dropped from 20 percent 
in 1989 to less than 1 percent today. Delivery performance, which once 
showed a 40 percent delinquency rate, now checks in with just 8 percent 
of total deliveries arriving behind schedule. 

As the Motorola SSTG supply management organization case study 
makes abundantly clear, the 12 principles of horizontal organization are 
not one-time tools to be discarded once the structure is in place. They 
are interwoven throughout the entire organization and, in fact, come to 
define what the organization is and how it works on a day-to-day basis. 
The makeover has meant that all supply management employees are now 
responsible for actually carrying out what the value proposition pro- 
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claims: to “employ leading-edge technology to provide total customer 
solutions with the highest possible quality, reliability, and speed to mar- 
ket.” The integration of horizontal design principles with performance 
enablers has changed Motorola team members from mere problem find- 
ers into truly empowered problem solvers. “That isn’t my job” is an ex- 
cuse you will no longer hear at Motorola. 
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A HORIZONTAL 
OPERATING UNIT 

GE SALISBURY 


The General Electric plant at Salisbury, North Carolina, produces elec- 
trical lighting panel boards designed for industrial and commercial ap- 
plications. Although more complex, these panels are similar to the box 
of circuit breakers or fuses you likely have in your basement. 

Up through the mid-1980s, GE Salisbury manufactured the panel 
boards in a cosdy and rather inefficient job shop manufacturing process. 
Organized vertically, GE Salisbury required at least a six-week lead time 
to manufacture and ship an electrical lighting panel board. 

Complicating matters were the realities of the production process: 
Bottlenecks played havoc with schedules and made synchronization of 
manufacturing subprocesses an enormous challenge, particularly in a tra- 
didonally vertical, fragmented organization. When all was said and done, 
the product line costs were too high, service commitments to customers 
were not consistently met, and they were losing market share. 

In 1984, however, GE Salisbury began an extensive transformation to 
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restructure and consolidate the lighting panel construction process into 
a new horizontal structure that would link multiskilled teams and make 
them responsible for the entire build-to-order process. “We decided the 
only way that GE Salisbury could survive was to expand the flexibility of 
our workforce and integrate their efforts with a better technology to man- 
ufacture the panel boards,” says Phil Jarrosiak, former manager of hu- 
man resources at GE and one of the original architects of the new or- 
ganization. Jarrosiak was joined by Roger Gasaway, at the time the 
manager of the GE Salisbury plant and currently general manager of 
manufacturing at GE ED&C (Electrical Distribution and Control) . 

Under the direction of these leaders, the changeover to a cross- 
functional, team-based organizational approach began to take shape. New 
technology was investigated that could help team members achieve the 
production and performance results required to establish the plant’s 
competitive position. But more than just bringing in the nuts and bolts 
of technological systems, these leaders undertook the arduous task of 
instilling a new philosophy among all employees, one that emphasized 
teamwork, responsibility, continuous improvement, and empowerment. 
As a result of their efforts, GE Salisbury completed its transformation to 
a horizontal organization by 1991 (although some fine-tuning of man- 
agement and production continues today), and the plant has become a 
model for a highly involved and empowered workforce. 

“A transformation this extensive of an existing plant was virtually un- 
heard of at the time,” says Gasaway. “Skeptics gave it little chance of 
success, but the GE environment and philosophy established by CEO Jack 
Welch encouraged us to take the risk. And we did.” 

The performance and productivity improvements have been nothing 
short of remarkable. Production bottlenecks rarely disrupt the flow at the 
plant these days, and the six weeks’ cycle time for lighting panel boards 
has been drastically reduced: Typically, the process teams build the elec- 
trical panels in a 2.5-day cycle, although they can regularly complete the 
manufacturing process in only one day, if an emergency order arrives. 

The GE operating unit at the Salisbury plant comprises two funda- 
mental fabrication processes: Employees construct a steel box to house 
the electrical components; then, they assemble and test the electrical 
parts that form the internal circuitry. But because no two GE customers 
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have identical needs, there the uniformity ends. Each panel box with its 
contents is configured and built to order, and the Salisbury plant can 
build as many as 70,000 variations on the basic design. 

Since its transformation to a horizontal operating unit, the Salisbury 
plant has established an industry-wide reputation for its ability to fine- 
tune its manufacturing process to fit the specific needs of its customers — 
namely, to make the highest quality product precisely to customer re- 
quirements and to do so in a way that is economical, efficient, and com- 
petitive. Moreover, in the first years after the facility switched to a hori- 
zontal operation, variable costs declined and have continued to drop. 


Transferring ownership to the shop floor has helped create a culture based on pride, 
responsibility, cooperation, and self-management. The teams understand both per- 
sonal and company goals, and drive the changes needed to get there. 

Dan MacDonnell 
GE Salisbury plant manager 


Inventory turns have increased sixfold, while output and operating 
margins have both doubled. GE product quality has also improved. Cus- 
tomer complaints have fallen from 2 percent to 0.02 percent, with plans 
in place to reduce it even further through GE’s aggressive Six Sigma 
initiatives. 

Production numbers, however, constitute only a part of the picture. 
Employees report a much higher degree of satisfaction with their work 
now as opposed to what it was ten or more years ago; turnover is lower, 
and frontline workers and management are united in their effort to stay 
well ahead of the competition. 

How did GE Salisbury achieve such striking results? The answer to 
that question is complex, embracing not only a full assessment of the 
company’s key capabilities, but also a deep commitment to competitive 
excellence on the part of both management and the front line. At the 
heart of the transformation are the process-oriented teams, horizontally 
organized against a backdrop of employee empowerment and design ef- 
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The team concept and the flexibility of rotation — we do move around and change 
jobs — those are pluses. You get a chance to do your job and to try other jobs. 
Nobody has to do the same job all the time. That is a big plus. 

Harold Driver, automated equipment operator and production representative 


ficiency. And apparent in a multitude of ways (even when not easily visible 
in an organization chart) are the other principles of horizontal organi- 
zation. They work singly and in combination to enhance performance on 
a daily basis. 

GE Salisbury’s muldskilled, highly empowered teams receive infor- 
mation about sales, backlogs, inventory, staffing needs, productivity, costs, 
quality, and various other data related to objectives critical to delivering 
the value proposition at intervals ranging from every eight hours to every 
month, depending on what kind of goals are involved; in this case, the 
customer service objective was included in a monthly review. These teams 
fully understand that they are strictly accountable for performance re- 
sults, so once they were informed of the problem, they called into play 
their company-provided training in problem-solving and analysis to pro- 
duce some workable suggestions. 

One team zeroed in on the sequencing of various parts in the pro- 
duction process — by changing the sequence, a customer’s order could 
be completed more quickly. Both of these team-devised solutions con- 
tributed significantly to achieving GE Salisbury’s intent to deliver the 
product precisely as the customer wants it, promptly and cost-effectively. 

The Value Proposition 

Before it could form any teams for the build-to-order process or under- 
take a transformational makeover, however, the GE Salisbury operating 
unit had to define its value proposition. After assessing its own capabili- 
ties, as well as those of compedtors, the organization came up with the 
following objective encapsulating the promise of the value the plant offers 
its customers: To produce lighting panel boards “of the highest possible 
quality, in the shortest possible cycle time, at a competitive price, and 
with the best possible service.” With that goal in mind, employees were 
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then able to pinpoint the build-to-order process as critical to delivering 
its value proposition, design it to achieve that value proposition, and then 
to organize the plant and themselves around it. 

As depicted in Fig. 6.1, GE Salisbury’s horizontal organizational chart 
highlights the concerted work of four teams in the build-to-order process. 
These are represented in the chart as “links” in a chain, suggesting that 
they work in concert with each other. Each team comprises 10 to 15 
people, but the actual composition changes every eight hours as employ- 
ees from the next shift take over. For purposes of this discussion, the 
teams are identified as follows: 

■ The electrical components team (Team 1) assembles and tests 
the lighting panel (this team now includes a former team devoted 
to shipping). 

■ The fabrication team (Team 2) cuts, builds, welds, and paints 
the parts that form the steel boxes. 

■ The maintenance team (Team 3) performs heavy equipment 
maintenance that cannot be done as part of the production pro- 
cess. 

■ The “production control” team (Team 4) takes responsibility 
for receiving the orders, planning and coordinating production, 
purchasing, working with suppliers and customers, solving custom- 
er complaints, and keeping track of inventories. 

On the right side of Fig. 6.1 appears a group of “associate advisors,” 
former managers who now bring their expertise to the teams on an ad- 
visory basis and serve more or less as guides and coaches on problems 
that may arise. Because they are individuals, they appear in Fig. 6.1 within 
a rectangle, and their “as needed” relationship to the team is indicated 
by the dotted line extending to the linked operating teams. 

Solid lines extend from the linked operating teams to the wedge rep- 
resenting the actual parts of the build-to-order process that leads to the 
delivery of the value proposition. These lines suggest both the teams’ new 
authority and control of the entire process as well as the span of their 
responsibility. 
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Fig. 6.1 General Electric — Salisbury Plant 






A New Focus on Teamwork 


As Fig. 6.1 suggests, hierarchy could hardly be flatter at GE Salisbury. 
Team 4 acts as the process owner and, in addition to the duties cited 
above, is responsible for making sure that the frontline teams stay on 
track in terms of speed, cost, quality, and flexibility so as to meet overall 
process objectives linked to the delivery of the value proposition. 

Teams 1 and 2, perhaps more than any of the others, directly perform 
the actual production in the build-to-order process. Both Teams 1 and 2 
share information with Team 4 about logistics, but only Teams 1 and 2 
are responsible for parts production, and only Team 1 actually assembles 
the electrical panel boxes. 

A number of factors help to ensure a smooth integration of the work 
of the two fabrication teams, including regularly scheduled joint produc- 
tion meetings, job rotation, cross-training of employees, and a work flow 
that has been designed to proceed in a sequence that facilitates coordi- 
nation of the teams’ efforts despite the fact that different time frames 
are involved. At GE Salisbury, these highly involved teams assume re- 
sponsibility for setting their own performance targets in alignment with 
the value proposition (within and in support of strategy and perfor- 
mance guidelines set by ED&C, of course); they determine production 
and work schedules, as well as the assignment of overtime duties; they 
hold themselves responsible for plant-wide safety, communications, and 
housekeeping concerns; they identify problems and devise corrective ac- 
tion; and they can even purchase equipment within budgeted guide- 
lines. 

Due to the varying product demands dictated by the customers, GE 
Salisbury cross-trains employees to move easily from one team to another 
when a backlog occurs. By one estimate, some 90 percent of frontline 
employees know how to perform approximately 90 percent of the tasks 
in the Salisbury facility. Furthermore, they understand the tasks and 
roles of both fabrication teams; thus, the absence of one worker does 
not threaten the entire process. If a machine breaks down, a mainte- 
nance team of cross-trained workers is ready to solve the problem im- 
mediately. 

Much of the training at GE Salisbury comes in the form of community 
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college course work that provides employees with the foundation to work 
effectively in high involvement teams and hone their specialized skills. 
They take courses in basic team survival skills, team development skills, 
meeting skills, interpersonal skills, and communication techniques. Team 
members also receive technical training and instruction in problem- 
solving methodologies. The bulk of the training comes in an employee’s 
first two years, although follow-up training occurs in areas such as safety, 
Six Sigma quality, and continuous improvement. For their part, associate 
advisors receive additional instruction in conflict resolution, problem 
solving, coaching, and setting performance objectives, among other 
things. 

Team 4 consists of ten cross-trained, broadly skilled members who 
rotate among various roles: One person acts as the master scheduler; 
three people are in charge of purchasing; four handle customer service; 
and two work on logistics. Collaborating with eight associate advisors, 
Team 4 takes responsibility for seeing that the entire build-to-order pro- 
cess flows without bottlenecks from the first contact with a customer to 
the satisfactory installation of the electrical lighting boards at that cus- 
tomer’s site. 

A process that could become a logistical nightmare is kept running 
smoothly because Team 4 calls together the key players every eight hours. 
At 7:00 A.M., 3:00 p.m., and 11:00 p.m., production representatives from 
each team meet with two members of Team 4. Together they make plans 
for the next eight hours of production and ensure that component parts 
are ready for assembly. 

What makes these teams so efficient and productive is their common 
commitment to the build-to-order process. True, the employees must 
have the skills and training to allow them to rotate between jobs at a 
moment’s notice and to meet any challenge that arises on the factory 
floor. But just as important is their sense of ownership of and pride in 
the production process in which they participate. 

Of course, the esprit de corps exhibited by the teams at GE Salisbury 
did not fall like an apple from the tree. It took hard work to achieve, 
and it must continually be renewed to keep the factory at peak capacity. 
In the first few years after the horizontal organization was introduced, 
some GE Salisbury employees found the team approach too demanding, 
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and they left to pursue other jobs; still others had to undergo extensive 
training to bring them up to the standards set by their peers. 

Tim Deal, production scheduler, recounts how the team rallied around 
an employee who was having difficulty with his work and coming up to stan- 
dards. A team facilitator, a training coordinator, and the production rep- 
resentative met with the individual to begin identifying root causes for his 
problems, absenteeism, and difficulty in working productively with a 
group. The employee was receptive to this analysis and undertook on-the- 
job training. He eventually improved his job performance to the point 
where he was either meeting or exceeding the team’s average production. 

Employees can receive on-the-job training in the production of light- 
ing panel boards. And all employees rotate between job assignments to 
avoid burnout and to promote cross-training throughout the production 
process. This job rotation is essential in meeting GE Salisbury’s perfor- 
mance goals. 


A critical part of the original concept — and one that I believe is still integral to the 
high performance levels that have been achieved at Salisbury — is that the people 
who are on the floor, on the job, doing their work eight hours a day, are the people 
who know best what the needs are, what the problems are, and how best to go about 
correcting them, making improvements. 

Phil Jarrosiak, architect of the GE Salisbury reorganization 


From the employees’ point of view, the team approach is empowering 
in that it reassigns overall responsibility for the smooth functioning of 
the process to the workers themselves rather than to managers who exist 
in a hierarchical vacuum. Decision making — whether it is a question of 
material supply (as when the company needs to replenish its inventory 
of raw material) or of personnel (such as the need to reassign four work- 
ers from the assembly team to the fabrication team) — becomes a respon- 
sibility jointly shared by the production reps and the team members. 
Some issues such as disciplinary actions and approval for large-scale pur- 
chases still reside within the managerial ranks, but at GE Salisbury, people 
know that even those issues are open for discussion and that their sug- 
gestions will be taken seriously by those in authority. 
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Management’s New Role 

It almost goes without saying that the role of management takes on new 
dimensions in an environment like that at GE Salisbury. The former plant 
manager reported that his position had “drastically changed,” and he 
described himself as the “local on-site representative of the two key cus- 
tomers of the facility.” Besides the customer who buys and utilizes the 
end product, current plant manager Dan MacDonnell thinks of GE as a 
customer as well because it “sources from us the activity of building this 
product” and expects some financial return. The plant manager has to 
“negotiate between GE and the outside customer, and all of his respon- 
sibilities are, in effect, related to meeting customer requirements.” 

Within that broader scope, however, the GE plant manager also per- 
forms certain traditional leadership roles such as integrating plant and 
corporate financial goals, motivating employees and overseeing discipli- 
nary actions, negotiating with customers and suppliers, and making in- 
vestment decisions. 

Dennis Milbrandt, associate advisor of shop operations and a process 
leader at the GE Salisbury plant, points up the contrasts between his role 
now and his former role as a manager for 23 years in a traditional vertical 
hierarchy. The primary difference lies in the willingness to relinquish 
authority, he says. “You have to be willing to let go, empower people, for 
instance, to contact vendors on their own, ask them to fly in from Italy 
to North Carolina to discuss a new technique for welding or improving 
components.” Initially, many frontline workers think themselves incapa- 
ble of contacting a vendor about a fabrication process, but with training 
and assurance that the company values their contributions, most process 
team members willingly take up the challenge. “After all,” Milbrandt 
adds, “they are the experts who work on the equipment, so it makes 
sense that they, not I, should make the contact.” 

On the other hand, many traditional managers balk when they have 
to give up that much authority. Fearing that their own jobs will be elim- 
inated, they imagine that frontline workers will not be up to the task of 
negotiating, planning, ordering, and dealing directly with customers and 
suppliers. After a time, however, they find that when given the appropri- 
ate training, information, and motivation, employees can handle many 
of these responsibilities, thereby freeing managers from the administra- 
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tive burdens and allowing them to concentrate on matters that bring 
additional value to the company and its customers. Since the Salisbury 
plant has gone horizontal, for example, Milbrandt spends much more 
time learning what his customers need and developing ideas for improv- 
ing customer service, running continuous improvement projects, coach- 
ing, and budgeting. He spends much less time strictly overseeing the work 
that employees do. 

Harold Driver, an automated equipment operator as well as a pro- 
duction representative, agrees. In fact, he speaks of “retraining manage- 
ment” to teach them effective team skills such as coaching, listening, and 
working one-on-one with team members. As Driver observes, “A lot of 
talk about team concepts will never get the job done. If managers or 
process owners are not fully committed to those concepts, if they are not 
open-minded enough to give the teams a chance to work, then the whole 
transformation will fail.” And here is a twist on the usual concept of 
training: Driver says a team often experiences a setback when a new man- 
ager takes over because the people on the frontline have to train the new 
manager both in how the process works and in how the teams operate. 

A View of the Operating Process 

Modern information technology plays a significant role in the Salisbury 
plant’s ability to operate horizontally. In fact, the build-to-order pro- 
cess begins when a field sales engineer takes an order at a customer’s 
site, enters it into a laptop computer, and transmits it to the plant in 
Salisbury. 

The order arrives with all parameters specified: amperage, number of 
circuits, voltage, size and shape of panel box, and perhaps hundreds of 
other specifications each customer makes. Once logged in, the order 
proceeds to the production team, which evaluates its priority and sets a 
production schedule (a high-priority item can enter production imme- 
diately and be completed and shipped within 24 hours). 

In the horizontal organization, everybody owns the end result and 
works in a fully coordinated environment. A linchpin in this coordination 
is the daily production meeting, where members from the various teams 
report their standing in relation to the daily production schedule to meet 
the customer requirements. Given this goal, the teams set about to decide 
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how best to allocate personnel and materials for the next three shifts. In 
addition, team members share information about ideal production rates, 
sales dollars generated in a particular month, and, most important, cus- 
tomers’ orders and the special needs each customer has. 

Helping employees to keep abreast of the process is an electric score- 
board, fully visible to all on the shop floor. Here are recorded such things 
as the progress made on that day’s orders and the number of panels 
completed. The teams have also added e-mail capability to keep one an- 
other informed about customers’ expectations, the number of new orders, 
and any backlog. If one team — say, the box fabrication group — begins to 
fall behind in the schedule, the teams can quickly readjust themselves 
and send one or more members to join the problem group to take up 
the slack. “This is the advantage of multiskilling,” says Milbrandt. 


I would rather be on a team. If you have a problem, you have other people who will 
come and help you. 

Opal Parnell, automated equipment operator 


The build-to-order process continues to work smoothly because team 
members have authority to keep it that way and because they have de- 
veloped a supportive culture that emphasizes trust, openness, and coop- 
eration. They evaluate their peers’ performance, order parts for the ma- 
chinery as well as materials for the process, work with customers and 
suppliers, and test the quality of the products they make. 

Let one emphasize, however, that none of these newfound responsi- 
bilities came easily into acceptance. All met initially with some resistance. 

When the principles of the horizontal organization were first put to 
work, there were some people, even some who had seniority, who decided 
that they did not want to accept the new responsibilities. Thus, they either 
retired or found work elsewhere. Gradually, they’ve been able to recruit 
new people who are willing to take on more responsibility, work with 
others in a team setting, and make the decisions necessary for the process 
to run smoothly. Today, they all see that this is a large part of what makes 
the job so satisfying for workers. 

The GE Salisbury experience offers a corrective to Weber’s ideal of a 
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highly productive bureaucracy that arises from the impersonal face of an 
organization structured along strictly hierarchical lines. Team members 
at the North Carolina plant exhibit an uncommon commitment to main- 
taining and continuously improving the high quality of their product. 
Evidence of their success lies not only in the premier place that GE Sal- 
isbury holds vis-a-vis other competitor companies, but also in the extraor- 
dinary degree of customer satisfaction that has been achieved. 

The design principles of the horizontal organization are often well 
suited to a manufacturing process, even one as complex as that at the 
GE Salisbury plant where team members work to satisfy hundreds of cus- 
tomers with thousands of specific needs. As we will see in the next chap- 
ter, those same design principles also successfully underpin the horizon- 
tal organization of the Home Finance Division of Barclays Bank around 
an integrated sales and service delivery process. No matter which side of 
the Atlantic (or the Pacific) you explore, you will see the positive results 
of organizations, both public and private, that have taken the bold, cou- 
rageous moves toward the horizontal organization. 
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AND SERVICE DELIVERY PROCESS 

BARCLAYS BANK’S HOME FINANCE DIVISION 


In today’s financial marketplace, banks no longer have a monopoly on 
the lending business. Just about anybody with a little extra money can, 
and does, offer credit. Automobile manufacturers, retailers, insurance 
conglomerates — a consumer can borrow money from most any business 
that comes to mind, and long-standing institutions like Barclays Bank 
have found that it is increasingly difficult to distinguish products in a 
marketplace of look-alikes. 

Indeed, customers take the path of least “insistence.” They choose 
the lender who offers the lowest interest rate or the biggest discount, and 
then jump to someone else just as soon as the short-term interest bargain 
lapses. The loyal customer is something of a rarity in this industry. As 
Michael Ockenden, managing director of Barclays Bank’s Home Finance 
Division, puts it, “People come to you for price and leave you for price.” 

For mortgage lending in particular, the situation in the United King- 
dom is clouded by the public mind-set: When the British think of buying 
a home, they think of the building society, an institution comparable to 


thrifts in the United States, but with a near lock on mortgage lending. 
“People just are not generally aware that banks do mortgages,” says Ock- 
enden. 

It was in this crowded arena that Barclays first sought to achieve a 
standard of operational excellence in the early 1990s. Like many of its 
competitors, the Barclays Bank home mortgage operation was, to say the 
least, inefficient. Multiple layers of hierarchy, an inconsistent, fragmented 
approach to customers, unnecessary steps, delays, and hand-offs, as well 
as a lack of commitment, planning, and follow-through meant that it 
could take months to get the initial mortgage approved, three to four 
additional weeks to get a formal offer on the table, and still more time 
to clear the title and process the insurance. When all was said and done, 
moving from one house to another took four or five months. So in mid- 
1992, Barclays set out to differentiate itself by launching its “Being the 
Best” initiative. 

Communication channels were opened up, clear business objectives 
were laid out, and the business processes were redesigned to improve 
efficiency and quality of service. Not surprisingly, turnaround times did 
improve. Borrowers received approvals within three days and a formal 
offer within a week. Yet, because mortgage lending is not a repeat busi- 
ness in the sense that people pop in every week to take out a loan (av- 
erage time from one purchase to the next is seven years), operational 
excellence was, by itself, insufficient to capture a larger share of this price- 
dominated market. 

Thus, Barclays decided to leverage its newfound strengths of speed, 
accuracy, and quality by developing an intensely customer-focused, inte- 
grated operation that would aim to become the preferred place for home 
financing by offering a value-added package. With that goal in mind, 
Barclays Home Finance Division (HFD) was formed in April 1995 as a 
strategic business unit within the Personal Sector of the Barclays Group. 

The Value Proposition 

Armed with research showing that moving from one house to another 
ranks third behind death and divorce in terms of the amount of stress it 
generates, Barclays determined that it could achieve its objective of “be- 
ing the best” and winning customers by delivering “a total solution that 
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de-stresses the home ownership process.” Using that unique value prop- 
osition as its guide and recognizing that structure has to follow strategy, 
Barclays HFD undertook the task of organizing itself horizontally around 
an end-to-end mortgage sales and service delivery process. 

“We were 45,000 people in various disconnected groups or functions, 
each with its own strategy and business objectives, but we had nothing 
that integrated the various parts of the Home Finance Division,” Ock- 
enden recalls of the former functionally organized home mortgage op- 
eration. The loose confederation of geographically separated enterprises 
was organized chiefly around traditional business functions that included: 

■ Underwriting, the initial processing that received mortgage ap- 
plications and began a lengthy investigation of creditworthiness 

■ Risk management, a division based in London that set the 
parameters for lending (while actual risk approval was taking place 
in over 2,000 local facilities) 

■ Marketing, a business function centered in Coventry that han- 
dled other products besides mortgages 

■ Processing and information technology, a Manchester-based 
function 

■ People management, which was controlled from London 

The actual delivery of service in the old operation included initial 
processing, which meant taking applications as they came through the 
door and dealing with them to the point where they were actually estab- 
lished as a loan. The loan was then handed off to mortgage services, 
which was concerned with maintaining the account and making sure that 
it was not redeemed or moved elsewhere. Mortgage services also provided 
customer support and help, such as answering any questions. Finally, a 
third area — referred to as customer assistance — actually dealt with de- 
faults. Each of those areas required employees with very different and 
specific skill sets. As Gregory O’Mahony, project manager for enterprise 
design, observes, “There was little or no flexibility for managers and our 
people to work within each of those stovepipes. It was very difficult to 
balance the supply to the demand.” 

Today, Barclays has made significant steps toward formally reorgan- 
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izing around a cross-functional, end-to-end sales and service delivery pro- 
cess in which one salesperson working with a team handles a home loan 
from start to finish. At this point, multifunctional, multiskilled service 
delivery teams comprising sancdon officers, risk advisers, and administra- 
tors who handle account opening and maintenance are set up in four 
different regions. Eventually, the teams will include salespeople (also 
called “mortgage specialists”) and customer assistants, and will operate 
in 12 regions all across Britain. 

An intriguing part of the Barclays HFD vision is the value-added “ex- 
tras” available to mortgage customers with their loans. Recognizing that 
there was practically a 100 percent inverse correlation between a prod- 
uct’s price and market share (that is, a 5 percent rise in price has a 
predictable 5 percent decrease in market share), Barclays focuses on dif- 
ferentiating its product by the range and integration of services offered 
to attract and retain customers. After analyzing the elements that make 
home ownership so emotionally trying, it now offers title guarantee, legal 
services, and moving assistance. If the customer wishes, the HFD can even 
switch on the utilities at the customer’s new location, arrange to have the 
grass mowed and the garden tended, or write into the loan a provision 
for painting the house in five years. It is the customer’s choice: Select 
the services, and the costs will be written into the monthly mortgage 
payment. 

Also intriguing is the way Barclays HFD now designs payments around 
individual needs. Young families appreciate the option of skipping a 
mortgage payment in August after a summer vacation or in December 
when holiday giving strains pocketbooks. Loyalty is rewarded, too. After 
five years of faithful mortgage payments, customers become eligible for 
a six-month hiatus; a ten-year record with Barclays HFD gives customers 
the option of skipping an entire year of mortgage payments. These added 
options appeal to customers who recognize that predicaments such as job 
loss or major medical expenses can disrupt even the most stable lives, or 
to those who may wish to take a sabbatical or change careers. In short, 
in an industry where distress is the expectation, Barclays HFD, by deliv- 
ering a range of services, is de-stressing the process of home ownership 
from beginning to end. 

This part of the HFD value proposition could never have been 
achieved by the fragmented functions of the old vertical structure. Under 
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the new structure, however, the team’s cross-functionality enables it to 
deliver this range of services. As we will see in the next section, team 
members from various areas of mortgage financing bring their expertise 
to bear on each customer’s special needs or requests. 

Early Results of Organizing Horizontally 

Currently the sixth-largest mortgage business in the United Kingdom, the 
company is meeting its goal of increasing national market share by at 
least one percentage point each year. This figure represents approxi- 
mately an 18 percent increase in revenues and a 20 percent increase in 
profits since the reorganization began. What is more, Barclays is beating 
the competition by spending less — £70 million, or the equivalent of about 
$123 million — to generate new customers; other industry leaders are 
spending significantly higher sums (£82-95 million, equivalent to some 
$143-166 million) to capture an equal share of the market. As for turn- 
around time on mortgage applications, Barclays HFD issues more than 
95 percent of formal offers within 24 hours, and its current record for 
processing a mortgage application and delivering the money into the 
customer’s hands is a mere three days. That speed, of course, helps relieve 
the customer’s anxiety, which increases with every day he or she has to 
wait for a loan approval. 

Barclays HFD has achieved many of these successes by initiating its 
restructuring along the horizontal lines shown in Fig. 7.1. Although it is 
still very much in the process of transformation, it is committed to com- 
pleting the redesign ultimately to match the structure depicted here, and 
has already completed significant steps toward that end. Two key opera- 
tions, sales marketing and service delivery, are being combined into a 
single end-to-end core process labeled as “Sales/Service Delivery.” Em- 
powered teams of employees are grouped according to the 12 geograph- 
ical regions so as to provide the best understanding of the customers 
being served. 

The teams’ accountability for achieving end-to-end performance goals 
is illustrated in the chart by the lines that extend from the large circle 
to the ends of the process arrow. Selected from various areas of the Home 
Finance Division, the team members bring valuable skills and degrees of 
expertise to bear on the work of the process. What is more, the teams 
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Fig. 7.1 Barclays Bank — Home Financial Division. The figure shows how the 
Home Financial Division intends ultimately to be organized. 


already supporting areas as diverse as Manchester, Coventry, Leeds, and 
London take responsibility for their geographical regions by setting per- 
formance objectives and measuring the extent of successful compliance. 

In complex processes such as sales and service delivery for home fi- 
nancing, these teams of ten or twelve people require the support of func- 
tions in order to perform its work efficiently. Thus, aspects of the vertical 
organization remain in place at Barclays HFD to support the horizontally 
organized teams in the performance of their work. Labeled in Fig. 7.1 as 
“Business Enablement/ Shared Services,” the block includes non- 
horizontal services shared with other divisions of Barclays, such as third- 
party compliance, the finance area, and IT architecture. These business 
functions are to the sales/service delivery process what the stationary 
board is to the moving pieces in a game of Parcheesi or Monopoly. 
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A fourteen-member team of leaders “owns” the process in the sense 
that they take responsibility for keeping the various teams clearly focused 
on delivering the value proposition — which, of course, means making 
sure the teams provide the speedy, accurate, and financially viable sanc- 
tion of mortgages to qualifying customers who will also receive the nu- 
merous added-value benefits described above. The process owners also 
make sure that — unlike the situation that existed in the vertical hierarchy, 
where multiple departments had multiple goals and multiple measures 
of success — the metrics are consistent across the units. The process own- 
ers determine whether the performance objectives of the two teams are 
in line with the overall strategy set by the senior leadership team, to whom 
they answer. This traditional line of reporting is represented by the place- 
ment of the senior management team above the process owners. The 
connecting line shows the hierarchical arrangement of authority implicit 
in the traditional vertical organizational chart. 

Those top managers — Mike Ockenden plus the leaders of service de- 
livery, sales and marketing, and business enablement — are responsible 
for overall business performance and for making sure that the HFD is 
delivering its value proposition. Ockenden also looks to his senior man- 
agers to develop an external focus that allows them to benchmark Bar- 
clays vis-a-vis the competition. These senior managers, however, are not 
faceless names on closed oak doors. In the Barclays corporate culture, 
nobody has a private office, nor are there executive parking spaces. Every 
employee sits in the same size chair behind the same size desk. Titles are 
forbidden, and people use first names when they address one another. 
In short, democratization at Barclays has a viable, tangible presence, 
which promotes a corporate culture that values everyone’s contributions. 


Corporate Culture . . . 

It’s trying to create a spirit that says we are all one group of people working towards 
the customer imperative. 

Mike Ockenden, Barclays HFD managing director 


An informally structured leadership team with representatives from all 
over the division acts as an interface with the rest of the Barclays orga- 
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nization and serves as HFD’s agent of change. In the latter role, its mem- 
bers are expected to model desired behavior throughout the organiza- 
tion. Once or twice a year, all 50 or 60 members come together as a 
group, but much more frequently they network with one another when 
the need arises. All report into and are enabled by the senior manage- 
ment team. 


A Flatter Hierarchy 

Hierarchy has been flattened throughout the organization by redesigning 
and restructuring roles and eliminating much non-value-added work, by 
integrating work flows, and by vesting decision making in lower levels. In 
the service-delivery operation, for example, what were 45 different roles 
four years ago have been compressed to around ten roles today. Pat Flan- 
agan, the director of service delivery, believes that broadening duties and 
responsibilities increases the teams’ ownership of the end-to-end process, 
which, in turn, translates to greater flexibility. 

Although bringing people together on teams establishes their real- 
world presence, merely situating them in one office or forcing everyone 
to sit around a single table does not make them function as a real team. 
The true cross-functionality of the team manifests itself in the effective- 
ness of collaboration, the common spirit of cooperation, and the regard 
for others that the members themselves develop as they learn how to 
relinquish their hold on proprietary issues and matters of personal 
“turf.” Thus, a specialist in risk management, who might otherwise be 
restricted to evaluating a mortgage application according to strict nu- 
merical requirements, can gain a more complete understanding of the 
applicant with information provided by sales representatives, sanction of- 
ficers, and customer assistants. Decision-making guidelines are still pro- 
vided to the teams, of course, but the more complete picture and un- 
derstanding of the applicant situation granted by the cross-functional 
approach enables the team to render decisions that more effectively op- 
timize risk and revenue objectives, for example. 

To instill the behaviors and values central to the horizontal organi- 
zation, all 800 HFD employees go through a formal team learning process 
designed by Human Resources. The first stage involves basic training in 
how teams work together, personality profiling, and preferred learning 
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styles. After mastering the theoretical principles of the team-oriented ap- 
proach, people break into groups and spend three days off-site, exploring 
how the team dynamic works in practice. Further classroom work and a 
team project related to a business issue that cuts across the entire orga- 
nization wrap up the first stage of training. 

The second stage, aimed primarily at the senior leadership team, in- 
volves dilemma management techniques, cognitive mapping, and meth- 
ods of stakeholder management. 


We encourage people to develop themselves. We offer a series of support mecha- 
nisms to help people to learn. 

Steve Morris, HFD resources manager 


Skills training at Barclays HFD extends far beyond team-building specif- 
ics. A list of the courses, books, interactive videos, workshops, and one- 
on-one coaching available to employees runs to 50 entries and ranges 
from communication skills to leadership techniques to change manage- 
ment methodologies. Ockenden unequivocally supports providing train- 
ing — be it development or skills — for anyone who wants it, so long as it 
helps that employee perform a job better: “If somebody comes to me 
and says that, for finger dexterity so that he or she can better operate a 
[computer] terminal, that person has to go to the local college and learn 
how to knit, then I will give them that training.” 

Ockenden points out that it is not unusual for the bank to invite 1,000 
employees in the personal banking facility to attend a conference in Bir- 
mingham, where they study market trends and review quarterly financial 
statistics. He best captures the HFD attitude toward training when he 
notes that besides increasing job satisfaction, this cross-training has 
helped the team slice repossession losses in half. How? More efficient 
handling of customer problems for one thing, and avoiding the infor- 
mation loss that so often accompanies a handoff. Also peer competition 
naturally grows among team members and spurs them to better their 
performance. 

The division is prepared to help people master the right skills in order 
to execute their responsibilities more effectively. For example, to enable 
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empowered teams to make correct lending decisions, Barclays HFD pro- 
vides a structured training course that involves basic lending principles. 
That is followed by what is known as “after care,” in which team members 
sit with a lending manager for two or three weeks, talk through all their 
cases, and receive coaching on the spot. The aim is to develop analytical 
skills that will allow a team member to weigh pros and cons of cases and 
decide whether the divisions should approve a loan application. 


Five years ago, the organization didn’t just discourage people from thinking, it told 
them not to because there were lots of rules that did that for them and lots of 
managers to tell them what to do. Now, the organization says, “Don’t come to work 
unless you're prepared to think.” 

Mike Ockenden, managing director of Barclays HFD 


Basically, there are only two hard-and-fast policy rules in mortgage 
lending: (l)Can the customer afford the loan; and (2) has the customer 
demonstrated that he or she will repay the money. Team members learn 
to analyze a potential borrower’s ability and character using the appli- 
cant’s financial statement, credit report, and bank accounts. They can also 
access a help file that provides a set of guidelines to be used in specific cas- 
es, such as an applicant’s looking to rent out the mortgaged property. 


Bringing all the departments together and having an overall view of the whole pro- 
cess has allowed us to give each individual more responsibility for decision making 
because they are more aware of the full process, exactly what happens at every step. 

Steve Wilson, HFD service delivery manager for customer assistance 


An interesting result of this new empowered lending atmosphere — 
and indicative of how horizontal principles promote continuous improve- 
ment — is that team members who are handling the end-to-end process, 
from application stage to sending out the money, maintain their interest 
in and oversight of individual cases six, nine, and twelve months later. 
Gathering that information allows Barclays HFD to set up feedback loops 
so that front-end behavior can be adjusted if necessary. 
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In the area of customer assistance (also known as arrears), collections 
once comprised six different teams. As Steve Wilson, service delivery man- 
ager describes it, “What we tended to find was a lot of handoffs. Basically, 
if you answered a phone call and there was work to do afterward — you 
might find that a customer sent a piece of correspondence in — then the 
correspondence section would deal with it and not the telephone section. 
The responsibility belonged to someone else.” 

Today, multiskilling has reduced six teams involved in collections to 
just one. And quite often, the same person who takes the phone call will 
deal with a customer from the first unpaid pence all the way back to the 
customer’s not being in arrears anymore; or, when that outcome fails to 
materialize, the process continues all the way to the point at which fore- 
closure — the least desirable solution, in Barclays’ view as well as the cus- 
tomer’s — seems to be the only way out. Before that alternative is taken, 
however, HFD representatives do everything they can to help customers 
meet obligations. For instance, a representative can identify customers 
who are paying more mortgage than necessary, then visit them in their 
homes to help them understand ways they can save money on payments. 
If a customer appears interested, the representative can say, “We’ve pre- 
approved you for the line of credit, and you can have the schedule in 
place for the next month’s payment.” In contrast to complex refinancing 
arrangements required by mortgage lenders in the United States and 
elsewhere, this service makes Barclays the envy of industry leaders. 

A Partnership with Human Resources 

In an unusual twist for a top executive, Mike Ockenden is also account- 
able for Human Resources, what he likes to call the “people initiative.” 
He meets regularly with the director of Human Resources, reviews prog- 
ress, discusses any problems on various projects, and works closely with 
this functional part of the division to make sure that it is a value-added 
part of the overall process. Human Resources has input on strategic de- 
cisions, offering its assessment of how they might affect its own policies 
and processes and how in turn they can help support the (division’s) 
strategy. 

A fine example of its integrated role within the organization is the 
performance management system that it devised at Ockenden’s behest 
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and in conjunction with representatives from every area of the business. 
In order to link performance management with the overall organization’s 
strategic objectives, everyone (Ockenden included) comes up with a per- 
sonal development plan that outlines what he or she will specifically do 
to make goals a reality. “Our senior managers say, ‘This is where we’re 
going, folks,' ” explains Sarah Moody, Human Resources manager. “And 
our people say, ‘Okay, this is how I think I can help us to get there.’ ” 

Besides setting personal objectives, employees decide with Human Re- 
sources how their progress will be measured. Will it be through time, 
quality, quantity? Every quarter, employees sit down with a Human Re- 
sources representative to review objectives and make sure they are on 
track. Plans can be changed if they prove to be too easy or too hard. At 
the end of the year, employees are graded equally on what they achieved 
and the behaviors they exhibited along the way. The results of this as- 
sessment, in conjunction with a 360-degree appraisal comprising feed- 
back from colleagues, supervisors, and customers, affect both regular pay 
and year-end bonuses. 

This personal development system, then, not only solidifies the Hu- 
man Resource function’s role as a partner in the overall process, it also 
demonstrates how the horizontal organization holds employees account- 
able for achieving performance objectives. The new structure grants them 
more authority, but it links their evaluations and rewards to their achieve- 
ments. 

As a rather extraordinary aside to the new design, Ockenden not only 
develops his own personal plan, he also willingly shares his profile and 
evaluation with everyone in the organization. His behavior illustrates how 
a leader sets an example in order to promote corporate values of trust, 
openness, and cooperation. 

Some of Ockenden’s leadership roles are more traditional, of course. 
He makes strategic decisions as to where and how Barclays HFD will com- 
pete, coordinating the work of the sales and service process delivery 
teams. He also monitors the organization’s performance, but he believes 
that the criteria for success in a horizontal organization are different than 
those in the traditional vertical hierarchy. He looks first at the customer 
imperative — what customers think about Barclays HFD, how it is perform- 
ing, and whether added value is being delivered consistently. He also 
considers risk performance and financial returns to stakeholders, as one 
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might expect, but a third, not-so-typical element of measurement has 
been added that involves regular “temperature-taking”: How do employees 
feel about the organization? Do they feel they are making a significant 
contribution? Do they enjoy their work? Do they respect co-workers? 
“These are the cornerstones of the way we measure ourselves now,” he 
says. 

If the comments of Barclays HFD employees are any indication, most 
of them feel quite pleased to be working in an empowered, cross- 
functional, team-based horizontal organization. 


I definitely like [the horizontal organization] better. I feel like it’s a lot more fun now. 
It’s a lot more open. I feel like I'm adding value now. 

Sue Ward, HFD service delivery leader for the Southeast region 


Echoing Sue Ward, the service delivery leader for Barclays’ Southeast 
region, many employees described their work life as “a lot more fun” 
diese days. And although Martin Johnson, service delivery leader for the 
Premier mortgage product, admitted to feeling less secure because his 
role is still evolving, he readily acknowledged that “it’s much better than 
the old way and I wouldn’t want to go back. I can see that the actions 
that I take and my team takes actually make a difference and increase 
the number of sales that we do. In the old way, I didn’t feel as though 
that was even on my radar chart.” 

Ockenden works hard to let people know they make a difference. 
Sometimes that means just stopping by an employee’s desk to offer a 
compliment on a job well done. But he also seeks to foster a culture of 
values and purpose that lets employees know that learning experiences 
are important and mistakes are okay, so long as they are not the result 
of negligence or repeated errors and are used as learning experiences. 
He tells a story about the time the computer system crashed at 3:S0 on 
a Friday afternoon, one of the busiest periods for completing mortgages 
for customers wanting to move on the weekend. With concerned em- 
ployees fluttering around his desk offering reassurances that things would 
be “fixed,” Ockenden chose to confront the employee responsible for 
information technology. Shaking in his boots because he expected to be 
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reprimanded, that employee must have been stunned when Ockenden 
asked him his name and then said, “John, I would like to thank you for 
pointing out the biggest single systems weakness we have in this business 
that could damage our relationship with our customers. Now that we 
know what it is, we can fix it and it will never happen again. Thanks very 
much, indeed.” 

This example could not have been lost on the many other employees 
who witnessed Ockenden’s behavior. Without making a speech or circu- 
lating a directive, Ockenden let them know that, as he puts it, “if the 
wrong thing happens for the right reason, I don’t mind as long as we 
make sure there’s not a second time.” 


To me, the most reengineering you need to do is of mindsets. If you reengineer the 
mindsets, then people will change the process appropriately to meet the customer 
imperative, whether it’s a big or a small change. 

Mike Ockenden, HFD managing director 


In today’s technologically advanced but still imperfect world, where 
customer service sometimes takes on the elements of an absurdist dra- 
ma (who has not tried to resolve a customer service issue by telephone, 
only to be shunted from operator to operator, perhaps being cut off in 
the midst of a transfer?), Barclays HFD has set its sights on a much 
higher level of performance. From its “touch and resolve” service, 
whereby a customer who calls with a question or complaint will receive 
an answer or a resolution in a single contact with a team member, to 
one-stop, no-hassle shopping for products ranging from homeowner’s 
insurance, to utilities management, to property assessments, Barclays is 
singing a multitextured, polyphonic song that customers like to hear. It 
is determined to become the first choice in home finance, selecting the 
principles of horizontal organization as its means of transport to that 
ultimate destination. And the Barclays experience to date, though still 
in the early stages, indicates that success is well within its grasp. Hori- 
zontal design can deliver a winning value proposition on either side of 
the Atlantic. 

As we will see in the next chapter, the Xerox Corporation has taken 
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horizontal design to even more complex levels, expanding its reach prac- 
tically company-wide. Although major portions of Xerox remain vertical 
and have their own internal functions, the corporation has developed 
what in effect is a “hybrid” organizational structure, part vertical and 
part horizontal, and integrated the new with the old so seamlessly that 
the new Xerox has given all stakeholders much to be excited about. 
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8 ORGANIZING AN ENTIRE COMPANY 
HORIZONTALLY 

XEROX 


Among our examples, Xerox stands apart because the initial moves in 
its transformation started in a series of changes that date back to 1982, 
when Xerox found itself in what Chairman and CEO Paul Allaire calls 
“deep trouble.” Facing stiff opposition in the document and facsimile 
market for the first time — primarily from Japanese competitors — Xerox 
needed to undergo fundamental change in order to maintain its hold 
on the market. In one of the first well-documented examples of an 
American company applying total quality management to a large degree, 
Xerox began a quality initiative that focused, in part, on changing pro- 
cesses. 

Allaire set an extraordinary goal for the new Xerox when he took over 
the reins of the company as CEO in 1990: to become the best company 
in its industry and one of the best companies in the world. In this phase 
of its journey, the company focused all its efforts on being world-class, 
emphasizing especially its productivity and the quality of its products and 
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services. The key, as Allaire saw it, was to get all employees to utilize their 
capabilities. There would have to be a tremendous shift in the way the 
company defined its “business”: Xerox would no longer view itself as 
only a “copier” company, but rather as a “document” company, so that 
it could meet the challenges of digital technology. 

By 1992, Xerox found itself standing on the precipice of truly trans- 
formational change. Confronted with, in Allaire’s words, a “crisis of op- 
portunity,” the company determined that it could not take advantage of 
new markets so long as it remained organized primarily around depart- 
mental functions and mired in a complex hierarchy with many handoffs 
and approval mechanisms. In short, its corporate structure had become 
an important impediment to its success. In order to grow, it determined 
that it had to change to a more horizontal, process-oriented company. 


On the one hand, we see attractive markets, and we have superior technology. On 
the other hand, we won't be able to take advantage of this situation unless we can 
overcome cumbersome, functionally driven bureaucracy and use our quality process 
to become more productive. 

Paul Allaire, chairman and CEO of Xerox Corporation 


As Allaire explains, “We were a $10 billion-plus organization [now 
$18.2 billion], and we were functional in nature. So every function — sales, 
service, administrative, manufacturing, engineering, research and devel- 
opment — all came up the line and, in the end, reported to me. Short of 
ordering office supplies and conducting minor day-to-day activities, I was 
the only one responsible for anything in its entirety.” 

If a product went to market and did not succeed, there was no clear 
way to see what went wrong. Finger-pointing and shifting the blame were 
inevitable. People in the manufacturing division contended they had 
merely followed the orders of engineers, who, in turn, said they did only 
what those in product design and marketing had requested. Marketing 
blamed salespeople, who insisted they could not sell something the cus- 
tomer never wanted in the first place. “The only one responsible for the 
failure of that product, therefore, was me,” Allaire says. 
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The functional organization was not going to give us the new world that we had to 
get to. 

Hector J. Motroni, vice president of human relations at Xerox 


The stage was set for the major transformation that would produce a 
more fully integrated, horizontal organization — a new Xerox. But first 
the company had to identify its value proposition and restate it in such 
a way that it would be clear to all stakeholders, as well as the public at 
large, and serve as the beacon marking the company’s voyage to its des- 
tination. Recognized later for its achievements, Xerox received a Baldrige 
award in 1989 for having instituted company-wide management pro- 
cesses, extensive problem-solving capabilities, and quality management 
systems. In 1997 the company received a second Baldrige award in the 
services category. 


The Value Proposition 

As examples in previous chapters have demonstrated, a horizontal make- 
over is impossible without first formulating the unique set of benefits that 
will make customers choose one company over its competitors. What val- 
ue could Xerox offer that would entice customers to come to it for their 
document solutions? The “Xerox 2005 Strategic Intent” statement ex- 
pressed the company’s mission this way: “Xerox, The Document Company, 
will be the leader in the global document market providing Document 
Solutions that enhance business productivity.” 1 The company more spe- 
cifically defined its objective as a promise to provide unique value by 
offering leading-edge products using privileged technology that are of 
the highest quality and deliver total document solutions quickly and re- 
liably. Going several steps beyond its competition, the company also of- 
fered top-quality software, hardware, and service solutions backed by on- 
going customer support and continuing business process improvements. 

As Allaire accurately recognized, delivering the total solution de- 
scribed in that value proposition required that the business be reorga- 
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nized into a number of horizontal, cross-functional groups organized 
around work flows. Theorists have identified the importance of compa- 
nies understanding their “value chain” — the stream of activities a com- 
pany performs in designing, producing, marketing, delivering, and sup- 
porting its products and services — and how the activities in the chain are 
performed and interact as sources of competitive advantage. 2 In the var- 
iation applied at Xerox, the company elected to focus on the activities it 
needed in order to design and deliver value to its customers. Rather than 
splitting up those activities into discrete functions and assigning each to 
a separate department, it chose to organize itself around the entire chain. 
In the variation applied at Xerox, the company organized these activities 
around sets of two linked teams — Business Group teams and Customer 
Operations Group teams — which together carry out the work of the value 
chain. 


An Integrated Composite of Mini-Businesses 

Fig. 8.1 depicts the new Xerox, an organization of four divisions: Cor- 
porate Finance, Business Operations, Customer Operations (now called 
a group), and Corporate Research and Technology. Insofar as each busi- 
ness division reports to an executive vice president who, in turn, reports 
to CEO Allaire and new president and COO Richard Thoman, Xerox 
2005 is a vertical organization. But beneath the level of executive vice 
president, the organization takes on an entirely new face. After an initial 
transformation in the late 1980s, Xerox management sought to move 
decision making out of the corporate center and into Business Divisions 
and the Customer Operations Division, which could operate across the 
organization and accept end-to-end responsibility for supply manage- 
ment, products, and services. In order to inspire an entrepreneurial spirit 
among employees, increase customer responsiveness, decrease time to 
market, and thereby enhance its competitive advantage. Xerox empow- 
ered employees to break down the walls of the traditional vertical orga- 
nization. 

In 1996, the company made further refinements to this structure. Spe- 
cifically, it streamlined Business Operations into the five Business Groups 
shown in the white boxes in the lower half of the chart in Fig. 8.1. In 
addition, the Customer Operations Division was renamed the Customer 
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Operations Group and placed under an executive vice president with 
direct reporting to CEO Allaire. 

The new Business Operations Groups constitute what Allaire calls 
“mini-businesses,” which have been integrated into the Xerox 2005 de- 
sign. A specialized arm of the Xerox Corporation, each mini-business 
devotes its attention to meeting its own objectives (formed in conjunction 
with those of the whole company), developing its special products and 
services, serving its customers, and exceeding financial expectations. Each 
mini-business is composed of a number of multiskilled, empowered teams 
or linked chains of teams focused on the value chain, including business 
planning, product design and development, manufacturing, marketing, 
sales, distribution, and customer service and support. And as a mini- 
business, each accounts for all of its own profits and losses, engages in 
contracts and agreements with third parties outside Xerox, and cooper- 
ates with other business groups within the company. 

Business Operations Groups thus work in conjunction with the Cus- 
tomer Operations Group (each reports to an executive vice president as 
illustrated in Fig. 8.1). Supported by Corporate Strategic Services, for 
example, the five cross-disciplined business units form the vital organs of 
the new organization: the Document Services Group (DSG), the Office 
Document Products Groups (ODPG), the Production Systems Group 
(PSG), the Supplies Group, and the Channels Group. 

These five groups are further subdivided into cross-disciplinary teams 
headed by general managers who act as core process owners and who 
take responsibility for seeing that performance objectives are met. The 
teams — individually or collectively, depending on the situation — have 
end-to-end accountability for taking an idea through all the stages nec- 
essary to produce a marketable product. That is, the teams have the 
information, training, and authority to undertake tasks that traditionally 
would have been divided among separate, multi-level functional depart- 
ments. For example, some linked teams can themselves go directly to the 
market through their own sales forces or channel delivery units. This 
authority is pictorially represented in Fig. 8.1 by the lower branches of 
the bifurcated arrows that extend across the Customer Operations Group 
directly to markets and customers. The upper branch, extending into 
Customer Operations, indicates that the group in question can also work 
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directly with the Customer Operations Group in delivering its own prod- 
ucts and services. 

Each business group depicted in Fig. 8.1 focuses on a different market 
or handles a special set of products and services. The Document Services 
Group (DSG) , for example, takes responsibility for large accounts. It de- 
velops and delivers a number of services to big clients, such as document 
consulting, process reengineering, and the integration of document sys- 
tems. The latter includes the design, installation, and support of local 
and wide-area networks (LANs and WANs, in the parlance of information 
technology) . 

Although Fig. 8.1 does not go into such detail, there exist four busi- 
ness units within the DSG itself, each of which is responsible for a product 
or service offering. These include Xerox Business Services, the Document 
Solutions Unit, the Software Solutions Unit, and the Network Services 
Unit. Because the business activities for each unit can change rapidly, the 
structure must remain flexible. Some units are large; others, small. Some 
units are self-contained; others invite experts to join the team as needed. 
And even the number of these business units can increase or decrease as 
markets and customers change. 

The new Xerox, the organizational skeleton of which is depicted in 
Fig. 8.1, is a hybrid organization that takes advantage of both vertical and 
horizontal approaches. Although the top managerial layers remain ver- 
tical, responsibility for daily operations, productivity, marketing, customer 
relations, and other traditional functions now resides within horizontally 
aligned groups that have the support of the entire company behind them. 
This structure affords each group tremendous leverage in working with 
clients and suppliers, in reaching out to new markets, and in becoming 
more efficient and profitable. 

The Horizontal Aspect of the New Xerox 

Each of the five groups follows the same basic procedure in handling 
issues that fall within that group’s province. After first identifying a cus- 
tomer’s needs, team members determine what technologies exist both 
inside and outside of Xerox to help meet them. They consider compe- 
tition and cost structure, as well as the feasibility of bringing out a new 
product or adding new features to an existing one in order to satisfy a 
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customer’s needs. Cross-functionality enables group members to ascertain 
how they can efficiently manufacture, advertise, and bring a product to 
market. 

“They have total responsibility for a piece of Xerox in a worldwide 
sense,” says Allaire. “The team’s general manager has very much the 
same kind of responsibility I have. Basically, they make all the decisions 
from the beginning right to the end. They’re close to their customers, 
and somebody can always be held accountable.” 

Accountability at Xerox means that people are assessed on both a 
results and a behavioral matrix. According to James Lesko, president of 
Xerox Supplies Group and a corporate vice president, Allaire devised the 
model and is quite adamant about the importance of the behavioral el- 
ement. Low behavior and low performance means definite dismissal, as 
does poor behavior with medium performance. Interestingly enough, a 
poor performance if accompanied by medium-level behavior will not ac- 
tivate the hook. The employee so evaluated, however, will receive coach- 
ing and perhaps an opportunity to relocate to another group. Good per- 
formance plus good behavior, on the other hand, puts an employee in 
line for rewards and forms the basis of a compensation model aligned 
with and supported by the eight dimensions of the Xerox corporate cul- 
ture (see sidebar). 

The role of empowered workers on cross-functional teams is more 
demanding and obviously requires new skills and competencies. Jim 
Lesko says that the need for superior technical skills is much higher at 
Xerox since the transformation, just as there is increased need for gen- 
eral manager skills (particularly a strong financial understanding) for 
team leaders. Accordingly, the company has set up a process to assess 
which skills individuals lack and give them the training they need to meet 
those new challenges. 

Skills training includes quarterly sessions for team managers in which 
speakers from outside Xerox talk about industry best practices or tech- 
nological changes, or presidents of other horizontally oriented compa- 
nies share their experiences. Key representatives from the various Xerox 
operating groups are selected by their peers to attend sessions at the 
corporate training center in Leesburg, Virginia. 

Since the horizontal realignment, many more people at many more 
levels, down to and including secretaries, participate in sliding-scale in- 
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centive bonus plans. The bonus is tied to the organization’s goals as mea- 
sured by both customer satisfaction surveys and financial results. Surveys 
conducted worldwide assess how satisfied Xerox customers are with prod- 
ucts and how the company stacks up against the competition. The finan- 
cial measure varies by position, but it is based on profit or revenue growth 
or on cash and asset management. 


Customers don’t care about your functional silos. Customers care about what you're 
giving them, how you’re addressing their problems. 

Norman E. Rickard, Jr., president, Xerox Document Services Group 


Managers also receive evaluations reflecting, in part, how satisfied the 
people who work under them are. Each year employees report their levels 
of satisfaction in terms of four work parameters, listed here from largest 
to smallest: corporate, group, team, and individual. Managers meet with 
employees to address concerns and agree upon a plan for improving 
relationships and behavior. Each year both managers and frontline em- 
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ployees who meet objectives receive appropriate bonuses or other rec- 
ognition. While such mechanisms allow for monetary rewards, an equally 
significant product is the increased sense of power and participation that 
employees feel in the horizontally oriented organization. No longer do 
they feel as if they have to avoid criticism of their supervisors or their 
peers and keep suggestions to themselves about how to improve opera- 
tions. 


Instead of handing out $25 checks, we have a dinner once every three months in 
order to recognize those people who have contributed significantly to solving a cus- 
tomer’s problem or helping out a team. There's no limit to how much recognition we 
can give and the thanks we can show. 

Norman E. Rickard, Jr., president, Xerox Document Services Group 


Because the horizontal model empowers the workforce and fosters a 
culture of openness and cooperation, it promotes a greater sense of con- 
tentment among frontline workers. At Xerox the satisfaction scores for 
employees are at or near the top of the industry. 


A New Role for Remaining Vertical 
Segments of the Organization 

Extending throughout the hybridized structure, although not apparent 
in the organizational schematic, are many vertical enabling processes 
such as the time-to-market process, the integrated supply chain, the 
market-to-collection process, and customer service. People do not actually 
reside within these enabling processes, but there are process champions 
who are charged with making sure that they work effectively. 

Time-to-market, for example, provides product development support 
by helping teams do a better job of taking an idea, evolving it, and bring- 
ing it to manufacturing. One of its responsibilities is to maintain engi- 
neering excellence. To this end, the champion developed a plan under 
which all engineers on Xerox’s 40-plus teams follow a common process 
for designing products. This commonality ensures that each engineer has 
access to technical tools shared across the company and allows for easier 
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movement of engineers between different teams as customer demands 
require. 

In an Asian joint venture called “Japan 50/50,” for instance, Xerox 
and a Japanese company work in similar engineering environments that 
allow Xerox to take designs from the partner company and manufacture 
those products in Xerox factories. 

As is true at other organizations discussed in this book, Xerox engages 
in activities — specifically, research and product delivery (which encom- 
passes sales) — that continue to be functionally organized. These remain 
as functions because of the nature of the work and also because they 
must maintain needed economies of scale in skills to sustain leading-edge 
expertise and technical knowledge. 

The research function’s primary responsibility (Xerox makes a dis- 
tinction between “pure” research and product development), for ex- 
ample, is to develop new technologies that are restricted neither to a 
single market nor to a specific time frame. Xerox does not want its 
PhDs hemmed in by next year’s market demands. The technological 
options must be flexible and numerous enough to allow each of the 
business teams to draw from them. The innovations might be in com- 
puter science or color technology, but the options will be such that var- 
ious teams can find ways to use them in their products. To maintain 
and replenish technical expertise, Xerox also supports special interest 
groups and makes both best-practices information and extensive course 
work available on its IT network comprising six intranets. Planning for 
this internal communications network took seven months (April- 
October 1996) as the company surveyed each business unit on such 
matters as its expected returns on investment, the products and services 
it would make available on the website, its security requirements, and 
its measures for tracking usage by and applications to both employees 
and customers. 

Since October 1995, the Field Information Research Systems Team 
(FIRST), located in Lewisville, Texas, has managed one intranet site for 
Xerox. That site logged approximately 75,000 hits a month, enabling over 
25,000 field representatives, salespeople, and other Xerox employees to 
find and retrieve the kinds of information they need to solve customers’ 
problems and increase sales by means of sharing best-practices informa- 
tion. According to one count, during the Memorial Day weekend of 1997, 
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Xerox employees and managers downloaded files from a FIRST site near- 
ly 4,500 times. 3 

The reasoning behind leaving product delivery as a function stems 
from Xerox’s desire to present one face to the customer. If a customer 
has a need for ten different office products that come from ten different 
business groups, that customer does not want ten different Xerox tech- 
nical representatives coming around to handle the business, Allaire says. 
Or, if products break down, one technician should have the expertise to 
fix whatever needs fixing. Similarly, when a sales representative makes a 
call on a customer, the customer often does not know exactly which prod- 
uct he or she needs. Both efficiency and the customer relationship suffer 
if the salesperson has to say, “I’m sorry, I’m from Business X, and it turns 
out you need Product Y. I can’t sell you that so you’ll have to wait until 
my colleague can stop in.” 


Before our transformation, many of our functional units had the attitude of “not 
invented here.” Our Palo Alto Research Center (PARC) pushed hard for us to move 
into new PC icon applications, but much of this never made it out to the customer 
because no one along the value chain thought it was important. That would even- 
tually prove very profitable for Microsoft, Apple, and IBM. 

Hector J. Motroni, vice president of human relations 
and corporate vice president of Xerox 


Xerox does recognize, however, that differentiation by expertise is 
sometimes necessary. Thus, on the sales side, there are broad distinctions 
between printing system, production system, and copy duplicator sales 
representatives, and they are supported by color specialists, systems spe- 
cialists, and so forth. Reporting lines, however, do connect up through 
the same leaders. 

In the case of the research function, Xerox has implemented various 
mechanisms to make sure that new ideas do not lead to “an output look- 
ing for a customer,” as Jim Lesko calls it. The technology decision- 
making board is the prime vehicle for bringing new opportunities into 
the business groups, but Xerox also makes use of a business development 
forum, comprising the group presidents, the heads of corporate research 
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and of strategy, and some leading technical experts, as well as a team to 
assess industry trends and help determine where future investment dol- 
lars should be directed so as to align pure research profitably with the 
needs of business. 

Xerox also has worked to make the research arm much more 
customer-oriented. Whereas the technical wizards once viewed their job 
as just developing interesting technology, now they interact with internal 
customers in the business groups as well as with external customers so 
that they can better understand what the needs are. This newfound con- 
nection means that technologists, spotting areas of opportunity among 
certain customers, might now suggest that a business group move a prod- 
uct to market more quickly or use their understanding to redirect a line 
of research. 

Both of the remaining functions, in fact, well understand that they 
must work as effective partners in process performance. As Lesko says, 
“The functional parts recognize that their survival depends on providing 
value to the organization at this horizontal team level. They now have to 
ask themselves, ‘How do I become a world-class supplier of my functional 
expertise to these teams?’ ” And if they don’t? The teams will look outside 
to find what they need. 


There’s a tension between a totally separate [horizontal! business team and a group 
that is more functionally oriented with expertise in a particular area. The right mix of 
the horizontal and the vertical is something you struggle with. 

Paul Allaire, CEO, Xerox Corporation 


Impressive Results at the New Xerox 

Allaire thought at the outset of the restructuring that these mini- 
businesses might be able to respond faster and more effectively to cus- 
tomer needs. He was right: Since 1992, not only has Xerox increased its 
presence in markets where it had formerly had little or no visibility (for 
example, personal products and color copiers), but the company has also 
launched an impressive array of some 170 new products in six years. That 
increased market presence has been visible on the bottom line, too: Be- 
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tween 1991 and 1996, earnings per share shot up almost threefold, while 
revenues per employee increased one and a half times. 

Results are not always measured in dollars and new products, however. 
More subtle changes have taken root in the fertile soil of the new Xerox’s 
corporate culture. Employees report a much higher sense of satisfaction 
with their work, their greater responsibility, and the more immediate 
response from customers whose problems they solve. Moreover, these 
employees find that with the new skills Xerox helps them acquire, they 
can have an even greater impact on the company’s ability to develop new 
products, reach out to new markets, and attain stretch goals. 

In addition to new skill sets, working in an empowered environment 
requires a certain mind-set. Managers must learn to look not just at func- 
tional responsibilities; instead, they must take a holistic view of the busi- 
ness. Lesko notes that Xerox encourages both managers and team mem- 
bers to work and think proactively in an open, cooperative, and 
collaborative environment. They have to leave behind the mindset that 
an employee first seeks permission to work on an idea or problem. 

The Personal Copier Success Story 

Indicative of how the 12 principles for designing and institutionalizing 
the horizontal organization work in a mutually supportive way to improve 
speed, flexibility, and quality is the story of Xerox’s personal copier prod- 
uct. Prior to 1992, when Xerox created its personal document products 
division, the company was a distant player in a market dominated by 
foreign companies and a handful of domestic ones. But by 1996, it had 
emerged as number one in market share of personal copiers sold through 
retail outlets in the United States. (In 1997, the personal document prod- 
ucts division became part of the Channels Group, shown in Fig. 8.1, 
which now comprises three business units: Channel Operations, the Net- 
worked Products Unit, and the Personal Products Unit. The latter busi- 
ness unit has responsibility for personal copiers and several other prod- 
ucts designed for individuals and small businesses.) 

When Xerox began its personal copier initiative, its experience in that 
marketplace per se was limited, but through careful research and custom- 
er surveys it achieved a keen understanding of what customers wanted 
and what kinds of product could be made to work. Based on this analysis, 
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Xerox determined that it would be important to offer customers the 
choice of multiple service options, including self-service repair whereby 
customers, armed with 24-hour telephone support and a Xerox repair 
kit, can fix the most common problems whenever they occur, even late 
on Saturday night when repair shops are typically closed or an hour be- 
fore a big presentation when there is not enough time to ask a repair 
technician to make a house call. 

As for the 24-hour, do-it-yourself repair hot line, callers to the 800 
number are guaranteed a human voice in 15 seconds or less — and not 
just any voice, but the voice of a knowledgeable helper with creative so- 
lutions that will get a customer’s copier up and running again. Lesko, 
who had significant experience in the personal documents business be- 
fore moving to the supplies group, tells of a letter from a 71-year-old 
woman who had never fixed anything in her life until she repaired her 
copier in 10 minutes using a telephone helper and parts that Xerox 
shipped overnight. 

In order to bring such a service into reality, Xerox approached po- 
tential suppliers with specifications for a new modular product with mul- 
tiple service options. Besides working closely with third-party suppliers 
and utilizing its extensive customer knowledge to design the personal 
copier product, Xerox also began to develop the channel infrastructure 
needed to sell to small-business or home-use customers. Previously, the 
company had sold only on a business-to-business basis, so the switch to 
retail sales required a new structure. The company developed a cross- 
functional approach that made linked teams jointly responsible for the 
end-to-end chain of activities from setting strategy to selling products and 
delivering service. The “upstream” team focused on the general man- 
agement of the business, including developmental strategy and planning, 
vendor selection, manufacturing, and product price positioning. Mean- 
while, a “downstream” team had go-to-market responsibility, which in- 
cluded retail selling strategy, customer service, logistics, shipping, and 
certain administrative functions. 

To marry these teams in an effective, collaborative partnership, Xerox 
gave overall end-to-end responsibility to one business manager. In addi- 
tion to being a part of the day-to-day workings of the teams, this manager 
had responsibility for bringing the new copier to market worldwide, as 
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well as full profit-and-loss accountability. He was empowered with the 
necessary information and authority to make tactical decisions and trade- 
offs quickly that allowed Xerox to jump-start this mini-business every- 
where around the world. What is more, the manager shared a staff and 
reporting relationship with the team members as well as a compensation 
plan linked to the project’s success. 

Both teams were held accountable for common end-of-process objec- 
tives such as customer satisfaction, product profitability, and market 
share. To track customer satisfaction, the company monitored call accep- 
tance according to the percentage of customers who hung up before their 
calls were answered and the length of time before they received answers 
to their questions. A formal survey process checked to see how satisfied 
customers were with the eventual service response and with the overall 
Xerox experience. Xerox took stock of those results and completed 
follow-up studies to make sure improvements materialized and satisfac- 
tion increased. 

The close proximity of the teams to each other and to their manager 
(there were no hierarchical layers separating the work of the processes 
from the authorizing agent) meant that critical information was quickly 
shared and acted upon. Gathered around one table, manufacturing rep- 
resentatives met with vendors, logistics experts, sales and service person- 
nel, and others to determine what features actual customers had request- 
ed. Feedback as to product acceptance and competitive challenges 
rapidly translated into retooled product on retailers’ shelves. 

In one such example, a retail field operations person in Canada went 
to the team’s general manager when she spotted a competitor test- 
marketing a copier bundled with a free cartridge. She feared that the 
competitor’s strategy, if it were rolled out on a broader basis, would hurt 
Xerox sales. The business team agreed and on its own decided to launch 
the same strategy across the United States in a preemptive strike designed 
to protect Xerox’s competitive position. 

“That was one of the catalysts that got us to the number one market 
share position in 1996,” Lesko says with admiration. “A customer oper- 
ations unit talked to the retail channel operations unit, which, in turn, 
talked to the business operations unit. They all recognized the problem 
and collaborated to come up with a solution very quickly.” 
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The same customer research and analysis that determined the benefit 
and value to customers in relation to the self-service idea prompted the 
empowered personal copier teams to offer other distinctive value-added 
features, too. Betting that its customer-care initiative would cover most 
repair eventualities, Xerox stepped out to become the only personal cop- 
ier maker to offer a three-year service and replacement guarantee. Xerox 
is still the only copier maker to offer this long a guarantee. It pledged to 
provide easy, flexible service options — such as overnight exchange of a 
defective product or depot repair — for any problem that could not be 
handled over the phone. 

Looking down the road, Xerox expects soon to use new information 
technology to enable personal copiers to diagnose themselves and begin 
self-repair over the phone. What might have been material for a futuristic 
novel some years back is already a reality for some of Xerox’s larger 
business customers. The Channels Group has developed sophisticated re- 
mote diagnostic capabilities that travel through modems to track down 
existing problems or find and prevent problems before they occur. Sim- 
ilar to computer programs that can spot a potential failure of a car’s 
brakes, the Xerox software provides immediate solutions so that a per- 
sonal copier, for example, can be repaired in minutes — sometimes before 
the customer even suspects a problem exists. 

Information technology continues to prove invaluable to the personal- 
copier teams just as it does daily to everyone across the organization. 
“The ability to have a PC/client server platform is a tremendous collab- 
orative tool,” Lesko says. E-mail allows empowered employees in remote 
locations to share information, tap into data related to the status of pro- 
grams, business results, and supply and demand. As with the field oper- 
ations person in Canada who spotted the copier marketing threat, it is 
not always feasible to meet face-to-face; yet quick action can mean the 
difference between disappointment and success. 

The Xerox phenomenon, of course, is not limited to personal copiers. 
Its growth across the whole business spectrum is directly attributable to 
its application of horizontal principles across a broader area of its oper- 
ation. “We used to have one large funnel in the corporation and you 
could grow as fast as you could move things through that one funnel,” 
says Lesko, echoing Allaire’s observation about Xerox’s inefficient struc- 
ture before the makeover to the horizontal. “Now, you may have ten or 
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20 paths, along which move product ideas, creative solutions, timely re- 
sponses to the marketplace.” 

Lessons from the Horizontal 

As the accounts of Motorola’s Space and Systems Technology Group, the 
General Electric production plant in Salisbury, North Carolina, the Bar- 
clays Bank Home Finance Division, and the new Xerox Corporation sug- 
gest, the shift to the horizontal organization is far less a matter of orga- 
nization size or type than it is a question of organization will. Whether it 
is a single operating unit within a company, an entire division, a whole 
company, or even, as in the case of the Occupational Safety and Health 
Administration, a government bureaucracy that is being transformed, 
whether the enterprise is product-focused or service-oriented, the hori- 
zontal structure introduces fresh, value-added approaches to solving 
problems great and small. It can help turn stale, unprofitable organiza- 
tions into dynamic enterprises. 

The final four chapters address the means for dramatically improving 
performance at your company by taking it along a transformation to the 
horizontal organization similar to what we have witnessed in these ex- 
amples. Leading that makeover entails a three-phase process that focuses 
attention on setting a clear direction, formulates the right organizational 
design to meet the desired objectives, and institutionalizes the changes 
by building in the required skills and behaviors. The initial direction- 
setting phases will be the subject of chapter 10. The subsequent two chap- 
ters outline the 12 principles for designing and institutionalizing hori- 
zontal organizations. 

Although painstaking and sometimes initially uncomfortable for man- 
agers and frontline workers, the organization-wide redesign holds great 
promise for each. It is not to be undertaken lighdy, nor should it be seen 
as a stop-gap measure. If begun half-heartedly, allowed to languish, un- 
dertaken without adequate planning, discipline, or refinement, the make- 
over is likely to have disastrous results. But if undertaken with enthusiasm 
and care, and presented in a way that inspires the people of the organi- 
zation to support the effort, the transformation can achieve its primary 
purpose of restructuring the work that people do, the way they do it, and 
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how they feel about it. Rather than treating people as mere functionaries 
with narrow departmental quotas, the horizontal organization invites 
them to become empowered team members with far-reaching responsi- 
bilities — or, in some cases, to become process owners themselves — people 
who are ready to collaborate with others to design, make, and sell the 
products that win customers and ensure success for your company. 
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9 THREE PHASES TJPJWASTER 

SET DIRECTION, FORMULATE DESIGN, 
INSTITUTIONALIZE THE APPROACH 


Several years ago, a major European natural resources company decided 
to undertake a transformational change that managers hoped would sig- 
nificantly improve performance and present a flexible alternative to a 
strict command-and-control pattern of behavior. Management also hoped 
to improve the company’s position vis-a-vis competitors in the oil and gas 
markets, then as uncertain as the earthquake-prone landscape over which 
some of its pipes were laid or its tankers sailed. No one could predict 
which suppliers would be around in a year or what the next unforeseen 
setback in the Middle East would mean for industry survivors. 

Although this European resources company concocted its transfor- 
mation in the midst of uncertainty, it was not the unpredictable nature 
of the external environment that led to the company’s problems. The 
chief culprit was a lapse of leadership within the corporate domain. True, 
management had inherited high debts from questionable acquisitions, 
but the CEO’s management style — described as abrasive and dictatorial — 
was often singled out as a leading cause of the troubles. While frontline 
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employees watched the sparks fly as top managers cut and welded the 
company’s structure, no executive ever bothered to ask them for their 
ideas or how they felt about the reorganization, let alone explain why it 
was necessary and what roles those employees might have in the new 
company. In short, the reorganization effort had commenced without a 
thorough understanding from everyone, particularly frontline workers. 
In other words, new behaviors and skills were required if the new com- 
pany were to be successful, but the effort to develop these skills took 
place only at the time. Frontline workers weren’t directly involved in de- 
veloping the new behaviors and skills that would lead to the creation of 
a new organization and improved performance. 

Feeling excluded and disenfranchised, the company’s employees re- 
acted in a predictably human way: They resisted all change. As the com- 
pany’s transformation unraveled, its main stakeholders pulled even hard- 
er at the frayed ends. Stockholders protested the news of a cut in the 
dividend. The chairman left the company. Frontline people became in- 
creasingly confused about where the company was going and whether 
they either wanted to go with it or would be asked to continue in their 
work. What new skills might be needed? Would the company even remain 
viable long enough to make attaining new skills worth the effort? With 
the company in the throes of major leadership changes, no one could 
provide answers, easy or otherwise, to such pressing questions. 

Why did this European company fail so miserably in its attempt to 
change? (Incidentally, this particular company is not an anomaly: Many 
efforts end up on the scrap heap of defeat, and the sources of disaster 
often run deep. 1 ) Even the casual observer could spot the error here: 
Management neglected to win support from frontline workers and other 
stakeholders and actively engage them in the transformation. 

Organizations contemplating a realignment need not despair at the 
odds against success, however. Although each situation is different — after 
all, each organization starts from a different place and faces different 
challenges depending on its readiness for change — there are guidelines 
for increasing the chances for success and decreasing the likelihood that 
an organization will stumble on a land mine. This chapter discusses those 
guidelines and introduces the three sequential phases that are key to 
pulling off a successful transformational change. Managers must always 
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bear in mind, however, that the details have to be tailored to their indi- 
vidual circumstances. 


Getting from Here to There 

As should be clear by now, horizontal reorganization cannot be under- 
taken half-heartedly or as if it were merely a cosmetic makeover. It usually 
involves a major performance-based “transformation” encompassing 
all that the word implies — that is, dramatic and ongoing change that 
cuts a broad swath across an organization, affecting the broad expanse 
of employees, how they conduct their jobs, what responsibilities they 
take, and what behaviors and values they demonstrate. The goal of this 
transformation is to achieve a dramatic and on-going improvement in 
performance. An overhaul of this magnitude, needless to say, requires 
total commitment from everyone: top executives, middle managers, front- 
line workers. 

But how can leaders determine whether a horizontal structure is the 
best way of meeting the challenges of the future? Perhaps they should 
opt for a hybrid structure, combining the best features of both the vertical 
and the pure horizontal design? Or maybe they should concentrate their 
improvements in areas that do not require such a major restructuring? 

Deciding what road to take requires that leaders first conduct a stra- 
tegic analysis to determine what the company’s winning value proposition 
is. Once that value proposition is clearly identified and articulated, they 
can then decide if developing a horizontal organization in part or all of 
their enterprise is appropriate. 

Questions to be answered to determine if a horizontal organization is 
appropriate include: 

■ Is dramatic, ongoing performance improvement really neces- 
sary? For example, some situations may simply require a company 
to fine-tune its strategy. This is important to answer since devel- 
oping a horizontal organization may require significant change. 

■ Are meeting cross-functional challenges (for example, improving 
speed, providing “total solutions,” or improving customer service) 
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a critical part of delivering the winning value proposition and im- 
proving the company’s performance? 


If leaders answer yes to these questions, then they need to focus on 
issues that will lead them to possible solutions. For example: 

■ To what extent will the makeover require changes in the multi- 
ple levers of organization performance — i.e., strategy, structure, sys- 
tems, skills, shared values, staff, and style? Will skills and behavior 
changes be required of a significant portion of the organization’s 
members? The results of the strategic analysis, as well as the 12 
principles of the horizontal organization, can be compared with 
the present strategy and organization to help determine the extent 
of the changes required. 

To be sure, the horizontal organization is not an all-purpose panacea 
for whatever ails an organization, but affirmative answers to the above 
questions indicate that it can profit from a horizontal realignment. Before 
leaders can begin any transformation, however, they must consider yet a 
second set of questions: 

■ Does the organization have significant problems that need to be 
dealt with first? For example, is it burdened by a desperate financial 
situation that requires immediate first aid? Remember that re- 
sources and energy are finite. The horizontal makeover may have 
to take a back seat while leaders focus on other, more pressing 
needs. 

■ Are the fundamentals of high performance in place? In other 
words, does the organization have leaders with a clear understand- 
ing of the company’s core markets, a strong, company-wide perfor- 
mance ethic, world-class skills (in at least one dimension critical to 
competitive advantage), adequate investment in new products and 
services, and an appropriate capital structure? These are some of 
the fundamentals that are applicable to every organization, whether 
vertical, horizontal, or hybrid. Without them, no method or mag- 
nitude of redesign will help. 2 

■ Do company leaders understand what adopting the horizontal 
organization will entail? Leaders must recognize that the changes 
will be significant and multidimensional, touching the entire or- 
ganization. Are company leaders prepared to address the personal 
changes and actions required of them? Leaders, in other words, 
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must have the personal courage and long-term commitment to 

drive and support a change of this magnitude. 

Assuming that all systems are go, there are three sequential phases 
that require attention: Management must (1) set a direction, (2) design 
the appropriate organizational structure, and (3) take steps to institu- 
tionalize the changes. Each of these phases will be addressed in detail in 
the following three chapters, but it is important to gain some sense of 
what lies in store for a management team that undertakes major trans- 
formational change. 

The poet Robert Browning perhaps stated it best: “A man’s reach 
must exceed his grasp, or what’s a heaven for?” That sentiment informs 
what many a manager must learn in setting a direction, namely the im- 
portance of establishing an aspirational goal. Although often overlooked 
in the tool kit of design, aspirational thinking is a useful instrument of 
change because it builds a healthy tension and establishes the proper 
atmosphere for change. For example, aspiration-based planning inspires 
people in an organization to stretch beyond what they think they can 
achieve. It encourages out-of-the-box thinking and the setting of perfor- 
mance targets high enough to foster innovation. It motivates members 
to invest the time and energy required to make significant changes in 
their behaviors and skills, which is, of course, crucial to implementing a 
horizontal organization. 

What is more, after reviewing the competitive and dynamic environ- 
ment, management is challenged to articulate transcendent goals for the 
organization and to project where it should be in, say, eight to ten years 
if all goes as planned. OSHA, for example, admirably aspired to the im- 
possible: “to eliminate all preventable injuries, illnesses, and deaths from 
the American workplace in ten years.” Xerox aimed to become a “world- 
class” document provider, indeed the world’s leader in document solu- 
tions. By making future achievement important in the present, managers 
headed off the kind of incremental thinking that often mires an orga- 
nization in a swamp of mediocrity and underperformance. These long- 
term aspirations also shaped the multilevel design changes that OSHA 
and Xerox were implementing, assuring that they would become plat- 
forms for growth. 

As we have seen in previous chapters, high-performance companies as 
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disparate as Motorola, Ford, and Barclays Bank have achieved remarkable 
results by asking all employees to stretch beyond what they thought them- 
selves capable of achieving. Although initially pressed from outside, em- 
ployees eventually internalize these stretch targets and come to feel a 
greater sense of both pride and accomplishment in their work. 

Before moving on to the second phase of designing the appropriate 
organizational structure, leaders cannot bypass the strategic analysis that 
will help them better understand their environments and potential out- 
comes. (Rigorous and disciplined analysis, of course, is required at every 
stage of horizontal design, implementation, and operation.) In this initial 
direction-setting phase, strategic analysis ensures that the changes intro- 
duced as part of the redesign and transformation effort will contribute 
to competitive success and overall strategic goals. Standard tools such as 
market/customer research, analyses of competitors’ costs and capacities, 
Michael Porter’s five-forces framework , 3 scenario planning, game theory, 
economic modeling, and so forth enable an organization to make choices 
that create differential value to customers and competitive advantage 
while delivering this value at a price and within a cost structure that 
provides desired financial returns. With its value proposition thus iden- 
tified, the organization is now ready to determine if a horizontal struc- 
ture, or some hybrid approach, is appropriate, either for certain parts or 
throughout the entire organization. 

Formulating Design: Performance Is the Raison d'etre 

As leaders begin the process of actually designing the organizational 
structure, it is essential to remember that improved performance is the 
overriding objective: The horizontal organization is simply the means to 
that end. And strategic analysis, once again, is the tool that will help 
leaders to articulate design criteria and performance targets, thus provid- 
ing the linkage between organizational design and the end results, which 
are most critical to customers and stakeholders. 

For each of the organizations highlighted in Part II, a value proposi- 
tion and the elements required to achieve the desired performance 
served as the embarkation point for the redesign and change effort. Lead- 
ers helped articulate the aspirational goals and identify the value prop- 
ositions to pinpoint which competencies and processes were needed to 
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execute strategy and thus deliver superior value to customers and win 
competitive advantage. The Home Finance Division of Barclays Bank, for 
example, aspired to become the preferred place for home financing. To 
achieve that lofty goal, it sought to design “a total solution that de-stresses 
the home ownership process.” Having articulated that value proposition, 
Barclays HFD was then able to identify the core process critical to deliver 
it, determine which competencies were needed, and plan how to design 
and implement the other principles of horizontal organization. In short, 
its structure evolved from the demands of its strategy to produce its de- 
sired performance goals. 

Logically speaking, how could it be otherwise? How could Barclays 
even know what constitutes success if its performance targets were not 
derived from a value proposition that would win desired customers? How 
could it choose the correct core processes or determine that its structural 
design would fit its needs without first laying out what it wanted to achieve 
and the value proposition required to achieve it? 

When it is feasible to set them, hard measures provide the best per- 
formance targets. Quantifying potential benefits allows senior executives 
to make informed decisions about investment in the transformation pro- 
cess and its priority in their overall management agenda. Precise mea- 
sures also can bring focus and clarity of direction to the front lines, as 
exemplified by the experience of GE Salisbury. 

Institutionalizing Change 

The third stage of transformation, in which management seeks to institu- 
tionalize the changes it has made by building a companywide commitment, 
as well as “locking in” the required new behaviors, skills, and values, de- 
pends on a combination of strong leadership and performance. It is crucial 
that the organization have leaders who can inspire employees and per- 
suade them that the changes are required by market forces rather than by 
personal whim, that they are designed to achieve positive benefits for every- 
one and not just a few top executives, and that they are designed according 
to sound business practices to empower workers in a way that will improve 
both the company’s performance and that of individual workers while at 
the same time enhancing the quality of life in the workplace. 

Change of any sort, but particularly one so fundamental as a shift to 
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the horizontal organization, requires the creation of a sense of urgency. 
Typically, managers lay out a business case for the transformation by de- 
tailing for workers and shareholders the challenges and opportunities 
that exist. These might include current or anticipated disruptions in the 
supply chain, threats posed by competitors, superior products or services 
of compedtors, real or anticipated threats of customer defections, or un- 
tapped opportunities for growth. 

In their article “Memo to a CEO: Leading Organizational Transfor- 
mations,” Dichter, Gagnon, and Alexander recommend creating a spe- 
cial group (e.g., a steering committee) of senior stakeholders to take the 
lead in managing the change effort . 4 Comprising those line and staff 
executives whose support is critical and who are willing to put their ca- 
reers at risk to help assure success, this group can also coordinate the 
efforts of what in effect becomes two organizations existing side by side: 
the organization that was and the one that is being created. The old-style 
organization must continue to exist, produce, and function even as the 
new one is being created. As in succession myths found in practically all 
cultures, however, the old grows more feeble and outmoded as the young 
takes on new and vibrant life. For the interim in which the old-style bu- 
reaucracy exists side by side with the horizontal organization, the com- 
mittee of senior stakeholders can provide the bridge from one to the 
other. 

It is also important to understand that fundamental transformations 
emphasize leadership rather than just management. As John Kotter 
points out in a recent book on leadership, the two activities are vastly 
different: Whereas managers engage primarily in planning, budgeting, 
staffing, and solving problems, leaders (whether in politics, business, the 
military, or any other area) focus on setting direction, persuading others 
to accept the change, and motivating them to overcome barriers, poten- 
tial and real, to the change effort . 5 Of course, this is not to say that great 
leaders cannot also be great managers, but leadership makes itself felt 
when a clear direction is married to a forceful strategy, backed up by 
adequate resources in time, funding, and training. Managers who would 
also be leaders must inspire people to work constructively as team mem- 
bers, in part by building commitment to the change effort and entrusting 
those teams to take responsibility for a core process. 

Marmol and Murray reiterate the need for demanding leaders who 
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may appear, particularly to an outsider, excessive and driven. At the top 
of high-performance companies, one is likely to find single-minded in- 
dividuals committed to directing the transformation. Those leaders are 
perhaps “unreasonable,” as Murray puts it, when judged according to 
standards set outside their companies, but not when judged by internal 
measures. 6 As a general rule of thumb, they spend 20 percent of their 
time or more leading the change effort — motivating people and garner- 
ing support from all areas of the organization, shaping and establishing 
performance goals and actions required, holding people accountable for 
meeting their commitments, setting examples to help communicate the 
values of the new organization, providing resources, reshaping attitudes, 
solving problems, and breaking down the barriers of old standards and 
entrenched practices. 

No matter how strong the leadership, however, any change effort in- 
evitably will encounter resistance, cynicism, and resentment over the in- 
vestment of time, energy, and required changes in skills and behaviors. 
That is where performance comes into play. Positive results overcome 
nay-saying, or as I like to put it, “performance trumps ideology.” When 
customers are being won and stakeholders are reaping the benefits, who 
can argue with the horizontal engine of success? 

The achievement of performance objectives also confirms that the 
principles of horizontal organization are much more than just a nice idea. 
They are a consistent set of aligned, mutually supportive elements that 
work together to achieve both a dramatic step-up in performance and 
on-going, continuous improvement in performance. For example, when 
members of cross-functional, empowered teams who have developed new 
skills and received new tools for meeting an important performance chal- 
lenge achieve their goals, they recognize the connection between those 
new enablers and success. Inevitably they want more. Thus begins a pos- 
itive, self-reinforcing circle of progress, productivity, and performance 
that reinforces new behaviors and attitudes, which, in turn, strengthen 
the new structure and generate ever increasing levels of performance. 

Balancing the Effort 

It bears repeating that disciplined analysis is necessary throughout the 
change effort. Leaders must think carefully about the specific challenges 
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Leading Organizational Transformations,” McKinsey Quarterly, no. 1 (1993): 91. 


their organizations face and how best to meet these challenges, how to 
redesign processes for maximum impact, how to identify and fill skill 
“gaps,” how to manage the change effort that will lead to a successful 
transformation. A change effort of this magnitude cannot be accom- 
plished unless leaders recognize at the outset that change initiatives must 
flow in all directions — up, down, and across the organization — in a sin- 
gle, fully integrated, and supportive effort. 

The story of the European resources company that opens this chapter 
shows that the top-down approach almost invariably spells disaster when 
applied by itself. But that describes only one panel of the triptych. Dich- 
ter, Gagnon, and Alexander note that transformation often falls apart 
because of a breakdown along one or more of the three axes of change: 
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top-down, bottom-up, and across core processes. 7 Together, the three 
form a “transformation triangle” (see Fig. 9.1) that the authors define 
as a “balanced, integrated framework for combining separate initiatives 
into a coherent overall program.” 8 

To prevent the change effort from wrecking the company, managers 
and visionaries (preferably the same people) have to spread the trans- 
formation throughout the organization. And they must begin with them- 
selves because the first place the change effort will run into problems is 
in the boardroom or the CEO’s suite, wherever the strategic planning 
takes place. (Incidentally, the misconception that all top managers have 
the same assumptions about the business’s current state or its future is a 
portent of impending doom. It is a distinct likelihood that managers of 
individual functional units or divisions will be concerned about protect- 
ing their own turf.) When conflict among managers occurs, the CEO, or 
a group of managers empowered by the CEO, must be prepared to step 
in, set priorities, and coordinate objectives. 

The outcome of a major transformation also depends on establishing 
a “language of change,” one that all stakeholders can speak and under- 
stand. It is important for leaders to develop a set of consistent initiatives, 
to refine the change processes as they require, to determine at frequent 
intervals what is and is not working, and to make sure that needed im- 
provements/refinements are put in place. To be sure, change efforts suc- 
ceed when critical stakeholders fundamentally agree on the major as- 
sumptions relevant to business conditions and future market realities, 
share values such as mutual trust and responsibility, and believe in the 
power of people working collectively to solve problems and discover a 
better way of producing value-added products for their customers (see 
sidebar 1). 

If top-down failures commonly result when managers have not devot- 
ed a minimum of 20 percent of their attention and time to leading the 
change effort, bottom-up disaster is virtually assured when large numbers 
of people throughout the organization are not actively engaged in the 
effort to improve performance and cannot agree on performance objec- 
tives or understand how these efforts support the long-range goals of the 
organization (see sidebar 2). Too often, bottom-up initiatives focus only 
on immediate desires — improved production levels, better quality con- 
trol, greater autonomy for workers, higher salaries and benefits — that 
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1 

Top-down change initiatives to be 
undertaken by management: 


□ Establish a rationale for the change. 

□ Set performance goals that are aspirational and quantifiable targets with 
clear milestones firmly linked to the value proposition. 

□ Form a cohesive, high-performance steering group. 

□ Design a disciplined, integrated change process. 

□ Oversee the quality of progress in the change effort. 

□ Open up bottlenecks to change wherever they appear. 

□ Take symbolic and visible action (say, in hiring and promotions) to demon- 
strate the required new behaviors and skills. 

□ Establish a well-honed communication and integrated measurement system 
that includes feedback loops and that cascades throughout the organization. 

□ Draw up tough but doable performance goals and hold people accountable 
for meeting them, and also for meeting change commitments (for example, 
managers might be measured on whether they have devoted sufficient time 
to skill and behavior training and on how well they have exhibited new val- 
ues). 

□ Foster continuous improvement by raising performance objectives. 

□ Maintain the focus on performance. 


may not directly link or support the organization’s strategic needs. Sad 
to report, many frontline employees have no clue about long-term strat- 
egies because management has kept them in the dark. And while change 
efforts driven from the top must also engage “bottom-up support,’’ 
bottom-up efforts require top-down support as well. Change efforts that 
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2 

Bottom-up change initiatives to be undertaken 
by lower-level organization members: 


□ Establish individual and team performance targets that support overall 
objectives. 

□ Introduce a wide array of tools to enable frontline problem solving and 
effective empowerment. 

□ Actively engage in problem solving focused on improving performance. 

□ Redesign work units and levels to operate in an integrated fashion. 

□ Build new skills through real work and just-in-time training. 


are exclusively or primarily bottom-up lack the top-down support needed 
to be “rolled-out” across the organization. They tend to exist in isolated 
pockets of the organization where the effort meets with inbred resistance 
in other parts of the organization. Little wonder, then, that so many 
bottom-up change efforts fizzle out before they have any significant im- 
pact on company structure or performance. 

The third axis (see Fig. 9.1 and sidebar 3) represents those linkages 
across functions directed by people who take responsibility for a relatively 
small number of core processes. 9 As discussed in previous chapters, these 
cross-functional core processes are at the heart of a company’s effort to 
deliver its value proposition. They are the means by which it fulfills its 
promise to design and produce a value-added product or service that will 
win customers. Even large organizations such as Ford have only a handful 
of core processes, usually no more than four or five, around which their 
overall goals and business efforts revolve. But if those core processes are 
not firmly linked to company objectives, any attempt at transformation is 
likely to end in disaster. 

Each leg of the triangle bears its own portion of responsibility for the 
success of the change effort. For example, top-down direction setting 
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3 

Change initiatives to be undertaken 
across the functions: 

□ Redesign core processes. 

□ Set up “diagonal-slice” redesign teams comprising multiple skills and 
functions. 

□ Provide team training. 

□ Promote a cooperative, collaborative culture. 

□ Establish organization-wide best-practice workshops. 

□ Establish cross-functional performance objectives. 

□ Evaluate and reward cooperative, cross-functional behaviors. 

□ Design cross-organizational communication sessions or town halls. 

□ Rotate jobs. 

□ Develop whole-job understanding through multidisciplinary training. 


creates focus and accountability throughout a company and helps to en- 
sure that newly acquired knowledge, skills, and behaviors will not remain 
isolated in the pilot area but will be spread throughout the organization. 
Encouragement from the top does not, by itself, guarantee success, how- 
ever. To buy in to and support the change, people at all levels of the 
organization must witness new behavior, inspired by the principles of 
horizontal organization, that the leaders of the organization themselves 
exhibit. Above all, everyone must be allowed to become an active partic- 
ipant in the change effort. Broad-based, bottom-up involvement is nec- 
essary to get people at all levels to engage in and learn a fresh approach 
to solving problems and improving performance. Otherwise, organization 
members may begin to feel as if the change is being forced down their 


164 HOW TO BUILD A HORIZONTAL ORGANIZATION 



throats, and they will resist the initiative as surely as did the rank-and-file 
employees at the European resources company. 

The importance of this cross-functional emphasis is apparent both in 
the initial redesign stage and in the ongoing change effort. Linking ac- 
tivities and information in new ways as part of the redesign can bring 
about breakthrough improvements in quality, timeliness, and customer 
satisfaction. And as the change effort proceeds, cross-functionality pro- 
vides people with new ways to communicate, learn from one another, 
and work cooperatively to solve problems. 

Drawing the Road Map 

Although transformational change is iterative and marked by continuous 
learning, improvement, refinement, and adjustment, the sequence for 
getting from here to there does matter. In the next three chapters, I 
discuss the sequential phases as they relate to the experience of the path- 
breaking companies cited throughout this book. These phases can be 
seen as a road map that will lead organizations on their journey. 

While the exact flow of activities will vary with the specific challenges 
facing an individual organization and its degree of readiness for change, 
leaders must proceed as with any other mission-critical endeavor: They 
must determine and identify adequate resources for the change effort 
(training of employees is typically given short shrift) and establish mile- 
stones, accountabilities, responsibilities, and quality-control checkpoints. 
The best leaders want to know at all times how people throughout the 
organization are responding to the changes; thus, they insist on estab- 
lishing a communication system that includes “feedback loops,” a mech- 
anism that allows employees, customers, suppliers, and other stakeholders 
to point out what is working and what is not. 

Such feedback loops serve to empower people by increasing their 
sense that they are making important contributions to the transformation 
itself as well as to the products and services the organization produces. 
Whatever communication channels are put into place, they absolutely 
have to run in multiple directions, not only within the organization itself, 
but out to people in the organization’s supply chain and its customer 
base. No change leader can afford to alienate or exclude any of the com- 
pany’s stakeholders. 
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In addition, disciplined thinking must be applied to designing the 
specific change activities and the enabling structures — such as mapping 
required skills, developing and refining pedagogical approaches, plan- 
ning the migration path to the new organization, designing in details the 
new jobs required, and so forth. 

Chapter 10 takes up the initial stage of establishing direction for the 
change effort, beginning with a thorough assessment of your business’s 
current markets, customers, and core processes. Chapters 11 and 12 focus 
in greater detail on the 12 principles that underlie the transformation to 
a horizontal organization: Chapter 11 develops five of the 12 principles 
which are concerned primarily with the design of the new structure; chap- 
ter 12 takes up the subsequent seven principles, which address the be- 
haviors and skills necessary for a horizontal organization to be successfully 
institutionalized. Whether the principles are applied to an operating unit 
such as GE Salisbury’s build-to-order process, to a single division as at 
Ford Customer Service, or to an entire company as in the case of Xerox, 
horizontal approaches are working effectively to solve business problems 
from the top floor to the shop floor. 
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WHERE AND HOW WILL YOU COMPETE? 


As any seasoned traveler knows, getting the most out of a trip to a far- 
off destination never visited before requires a bit of work prior to board- 
ing the plane and preparing for takeoff. It helps to devise an itinerary 
and to bone up on the climate, the culture, and the people who inhabit 
the place. Otherwise, how will you know what kind of clothing to pack, 
how much money to take along, or what kind of opportunities and activ- 
ities will be available once you get there? Without some pre-trip effort, 
you are liable to waste valuable time and energy upon arrival just getting 
the lay of the land, instead of taking advantage of all the place has to 
offer. 

In much the same way, an organization preparing to undertake trans- 
formational change must use the analytical tools mentioned in chapter 
9 (scenario planning, five-forces modeling, market/customer research, 
and so on) , or some reasonable alternatives, to chart its itinerary for the 
journey ahead. This assumes, of course, that you know first where it is 
you want to go, and as discussed in chapter 9, the preliminary work on 
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setting direction — that is, identifying the value proposition and defining 
your aspirations for your organization — needs to have your full attention. 
Only then can you determine if “going horizontal” is the most appropriate 
decision. After making this determination, you can then survey the ter- 
ritory and begin to evaluate what you need to do next to determine the 
nature of the performance challenges you face if you are to deliver a 
winning value proposition. 

This up-front strategic planning process focuses organizational design 
on those things that are critical to achieving competitive advantage. By 
providing a distinct linkage between strategy and design, it ensures that 
the entire enterprise will be marching in the same direction and that the 
targeted performance gains will be achieved. The process involves two 
intertwined activities: understanding the competitive environment and 
articulating the organization’s long-range aspirations. This chapter dis- 
cusses how an organization should proceed on these two fronts and con- 
siders specific examples from the six major case studies. 

Understanding the Environment 

The environment in this case has two components, external and internal. 
The “external” part comprises the fundamental forces at work in the 
industry — that is, competitors, suppliers, technology, the society at large — 
whereas the “internal” environment focuses directly on the organization 
itself in terms of its structure, culture, resources, and people. By taking 
a broad view of where it competes and how well equipped it is to meet 
the challenges of the future, an enterprise must seek to assess realistically 
its strengths, weaknesses, opportunities, and threats. 

Assessment begins with management’s asking what industry the com- 
pany wants to compete in. Which customers does it want to attract? What 
value proposition can it offer those customers that would cause them to 
want to do business with the company rather than a competitor? At the 
same time, how can the company capture attractive returns for itself? 
What core processes are critical to the delivery of that value proposition? 
Is the organization properly designed and resourced to deliver the win- 
ning value proposition? If not, how can it get that way? 

Although some of these questions may seem simplistic and straight- 
forward, further examination reveals their complexity. Take the question 
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of customers, for example. As Mark H. Moore, a professor at Harvard’s 
John F. Kennedy School of Government, points out in his book Creating 
Public Value, customers are important for an obvious reason: An enter- 
prise’s ultimate success depends on its producing something that custom- 
ers want . 1 Marketing and customer research will help an organization 
discern current customer wants and needs. But what is not so easily dis- 
cerned is what those wants and needs will be next month, next year, or 
several years into the future. For any number of reasons customers may 
change their minds about what they consider to be valuable: Situations, 
lifestyles, expectations, and experiences vary over the longer term, yet 
being able to make reasonable, long-term predictions while remaining 
flexible enough to accommodate new insights into customers’ ever- 
changing needs and wants is crucial to an organization’s success. 

To accomplish these feats, the company must build ongoing relation- 
ships with its customers. In a horizontal organization, where all energies 
are channeled toward satisfying the customer, ongoing relationships are 
second nature and bear fruit in a variety of ways. At the Ford Customer 
Service Division (FCSD), for example, information uncovered through 
multiple customer contacts is continuously fed back into an activity called 
“Upstream Customer Service,” which works closely with product devel- 
opment. As they develop new models, designers address customer reac- 
tions and complaints to earlier products and their suggestions for im- 
proving them. If customers stipulate an upper-limit price for a particular 
repair, for instance, FCSD can work with suppliers, designers, technicians, 
and others to factor in all costs so that it can meet its customers’ requests. 

At the GE Salisbury plant, feedback from customers comes not only 
through traditional avenues, such as focus groups, but also through con- 
ference calls and meetings with team members. Former plant manager 
Jeff Traver described it as an “in-your-face” relationship: GE Salisbury 
customers often interact directiy with production teams on the plant floor 
or work with them at their own facilities. The plant has such close contact 
with its customers that any relevant change in their outlook or experience 
is communicated in short order. 

This direct, personal relationship with customers is a hallmark of the 
successful horizontal organization. Xerox, for instance, maintains close, 
ongoing customer contacts, including even sending its research PhDs out 
into the field to visit with customers in order to get a better understand- 
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ing of who they are and what their future needs are likely to be. Jim 
Lesko, corporate vice president, describes the new horizontal Xerox as a 
system of multiple “funnels” directing the flow of new ideas, creative 
solutions, innovative products, and timely responses to marketplace 
changes. “It is practically impossible,” he explains, “for one person to 
keep track of all that activity. The amount of energy, scrutiny, and focus 
is ten times what might have passed through a single funnel in the pre- 
1990 command-and-control approach to managing the organization.” 

The need to gain an understanding of competitors is important for 
an obvious reason, too: Having a desirable product or service is of little 
use, as Moore observes, if someone else has a better one. 2 And even a 
breakthrough product that soundly beats the competition today may be 
matched by another producer tomorrow. 

So what is a company to do? Managers and planners not only have to 
identify a competitive advantage, they also have to monitor regularly the 
products and services of competitors and do their best to understand 
where competitors are likely to head in the future. In order to make 
proper use of that understanding, of course, your organization needs to 
be so well integrated internally that it can innovate in order to stay ahead 
of the competition, not just react to it. 

A valuable reminder for management, then, as it attempts to under- 
stand its competitive environment, is that change and uncertainty are a 
critical part of the equation. “Observe constantly that all things take place 
by change. . . . [T]he nature of the Universe loves nothing so much as to 
change the things which are and to make new things like them,” advised 
Marcus Aurelius, Roman emperor and philosopher of the second 
century. 3 To be sure, leaders who have opted to reorganize horizontally 
already understand that nothing remains static — neither customers, nor 
competitors, nor technology, nor resources. That recognition is, in fact, 
one of the very reasons they have chosen to abandon their inefficient 
vertical structures. But as they prepare the way for transformation, these 
leaders must constantly remain focused on the future and think in terms 
of positioning their organizations both to recognize and to create op- 
portunities as well as being able to respond speedily and efficiently to 
threats. 

The Xerox Corporation did just that in 1990 when it began planning 
for its major transformation. CEO Paul Allaire and a team of top man- 
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agers undertook a thorough assessment of the company’s condition, in- 
cluding its financial state, industry position, and production capabilities. 
They considered projected developments in technology and imaging, col- 
or and photographic reproduction, new standards in quality, digital com- 
patibility, and many other changes in the business environment. Team 
members spent hours hammering out a collective “View of the World,” 
reconciling economic forecasts and contradictory assumptions about mar- 
ket trends. In groups and in one-on-one sessions, they met with Xerox 
employees, suppliers, and customers to uncover widely disparate assess- 
ments about those trends and to incorporate as many viewpoints as pos- 
sible into the overall company strategy. 

In its “Xerox 2000” document, managers formulated a statement of 
clear forward direction and strategic intent. Although it appeared in var- 
ious forms — print, audio, film, and electronic — the document itself con- 
veyed a single, consistent message about the direction the Xerox Cor- 
poration had set for itself. Reproduced in Fig. 10.1, the “Xerox 2000” 
strategic intent guided the company for approximately five years as it 
constructed a mosaic of businesses, competencies, and infrastructure. 

But what took place next underscores the fact that things change and 
transformations must be ongoing. To fix objectives in stone is to build a 
monument to the past. Instead, managers must constantly work at the 
business of refining objectives, searching for new sources of value, antic- 
ipating change, and responding appropriately in the marketplace. The 
transformation must be flexible and subject to redirection as opportu- 
nities and economic conditions warrant. 

This is not to imply that Xerox zigzagged across the business land- 
scape. On the contrary, the strategic intent stated in Xerox 2000 (Fig. 
10.1) remained largely unchanged as the company developed and refined 
its structure. Based on changes the company observed in customers, com- 
petitors, and technology, it revised its initiatives to reach those goals more 
efficiently. But because markets can change in the twinkle of an eye, 
Xerox recognized that a shift to a strategy emphasizing global business 
solutions had become increasingly important. Thus, company managers 
undertook a major restructuring of business divisions, transforming tra- 
ditionally vertical functions into horizontally oriented business divisions 
in 1992. Then, in 1996, the company refined its strategy and direction in 
a document entided “Xerox 2005” (see Fig. 10.2). 
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XEROX 2000 STRATEGIC INTENT 


Xerox 


• Xerox will lead by providing innovative, intelligent document services products, systems, 
solutions, and support that enable individuals and organizations to be more effective and 
productive. 


• Our leadership will be based on superior document technologies, linked to a superior 
understanding of the document and its role in our customers' business processes. We will 
understand and anticipate customers’ document needs and provide services that exceed their 
expectations. 


• We will be the leader in customer satisfaction, productivity, quality, and technological 
excellence and recognized as leaders in the use of innovative management approaches. 

• With the quality and dedication of our people in this direction, Xerox will be the largest and 
most profitable company in the global document market The Document Company. 


The Document Company, 
will be the leader in the global 
document market providing Document 
Services that enhance business productivity 


Fig. 10.1 Xerox 2000 Strategic Intent 


The two documents offer contrasts in content, presentation, and busi- 
ness philosophy. When a company as large and complex as Xerox refines 
its strategic intent, it faces the task of creating something that at once 
conveys the company’s message to thousands of employees and presents 
a persuasive argument to suppliers and customers worldwide. 

Xerox changed the “document services” wording of its 2000 mission 
statement to “document solutions” in the 2005 statement of intent, a 
subtle but powerful evolution designed to appeal to the business sector, 
which had need of Xerox’s hardware and software products. Whereas the 
earlier document distinguished between “individuals” and “organiza- 
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Xerox, 

The Document Company, 
vM be the leader in the 
global document market providing 
Document Solutions that enhance 
business productivity 


« Xerox, with Fuji Xerox, wit! distinguish itself by providing coherent enterprise document 

solutions — hardware and software product, services, and supplies — that meet the needs of 
customers worldwide. 

• !c» a world of intense global competition, rapid technological change toward document products 
that are alt connected. digdal. and cotof -capable with substantial value-added, and the widespread 
deployment of document solutions. Xerox's success will rest on three pitlars: 

— Our superior understanding of the document and its role in our customers' information - 
and knowledge-based processes 

— Our innovative products and services, incorporating advantaged technology 

— Our dedicated people and productive business processes 

• Xerox, with Fuji Xerox, will distinguish itself by providing coherent enterprise document solutions 
— hardware and software product, services, and suppliers - Shat meet the needs of customers 
worldwide. 



Fig. 10.2 Xerox 2005 Strategic Intent 


tions” in the first bulleted item, the latter document refers simply and 
universally to “customers.” Moreover, the more recent statement pairs 
Xerox with Fuji Xerox to point up the new emphasis on global stretch 
and expertise. Indeed, each sentence in the 2005 statement contains ei- 
ther the word “global” or “worldwide.” Contrast this to the 2000 state- 
ment where the term “global” appeared only once in the four bulleted 
items. By taking the strategic intent statement out of the upward-pointing 
wedge in Fig. 10.1 and placing it alongside the box with rounded corners 
and a “horizon” design through the year 2005 (Fig. 10.2), the designers 
of the second Xerox document convey a sense of balance, depth, and 
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reach across time. Taken out of the “attic” in the 2000 design, the state- 
ment of strategic intent is presented as a “window” to the future in the 
2005 design. 

Both substantive and symbolic, the Xerox 2005 strategic intent pro- 
vides a clear example of a powerful statement that sets a direction for an 
entire organization. 

Articulating Aspirations 

A favorite tactic of many therapists is to ask clients to describe themselves, 
say, ten years down the road: What do you want to be doing? What do 
you want your life to look like? Where will you be? If you were to be very 
happy with your life, what would you need to be doing, or what would 
need to happen? And then comes the kicker: The therapist always says, 
“Okay, so what do you do now to get yourself to that ideal?” 

A similar question is a key component to the aspirations-based plan- 
ning that is critical in setting direction for a performance-based transfor- 
mation. Having gained some understanding of the competitive environ- 
ment, leaders now set about envisioning the future they desire for their 
organization and identifying its core ideology, which will allow them to 
answer their own version of the therapist’s critical question: “Okay, so 
what do you do now to get the organization to that ideal?” 

To envision the organization’s future, management must identify bold 
stretch goals, then articulate vivid descriptions of what achieving them 
will mean. 4 Articulating a vision provides a centerpiece around which an 
organization can marshal all of its resources. As the word “vision” im- 
plies, there are no artificial boundaries, but rather an effort to embrace 
the future in all its wondrous possibilities. This kind of out-of-the-box 
thinking gives an organization a needed sense of purpose and allows it 
to make the most of its opportunities. 

Some CEOs describe their role, at least in part, as resembling that of 
the therapist who engages people in the kind of visioning exercises de- 
scribed above. The CEO gives people the luxury and freedom to imagine 
what ideal state they would like to reach by some specified date. Prepared 
in 1996, the Xerox 2005 statement, for example, presents a vision for the 
company ten years into the future. After projecting ten years out, an 
organization works backward to determine what it has to do to make the 
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stretch goal a reality. If XYZ Company, currently a $1 billion operation, 
is going to be a $10 billion operation by 2008, what does it have to achieve 
by 2003? By 2000? “The conventional approach of starting from the pres- 
ent may move a company toward its intent,” say Gouillart and Kelly, “but 
usually too slowly. The tendency is to sketch out incremental moves that 
preserve too much and alter too little.” 5 

As Collins and Porras discuss and describe it, core ideology is that set 
of implicit and explicit values and beliefs that are the essence of an or- 
ganization’s culture. 6 That ideology comes into play as the omnipresent 
navigational force in the transformation to a horizontal organization. It 
is the North Star of dos and don’ts that guide the organization’s decision 
making and help to determine how the new strategic direction will affect 
specific constituencies. It is the leader’s job to translate the aspirational 
goals into actions that are consistent with the core values. And just as in 
the home or the schoolroom, communicating values in the workplace is 
best achieved by living them, day in and day out. 

Nowhere is this philosophy more apparent than at the Barclays Home 
Finance Division. As you will recall from chapter 7, the Barclays HFD 
managers hold very distinct values relating to status and privilege, and 
starting at the top with managing director Mike Ockenden, they readily 
exhibit them in their day-to-day dealings. They no longer conduct busi- 
ness behind closed office doors; each has a desk no larger, no smaller 
than any other employee’s; and everyone’s job title has been replaced by 
a first name. 

Moreover, values and behaviors carry equal weight with performance 
results when employees are evaluated on how well they have met the goals 
set forth in their personal development plans. Ockenden is so vested in 
promoting a democratic culture that promotes trust, openness, and co- 
operation that he willingly shares both his personal profile and his eval- 
uation with the entire organization. 

Barclays HFD aspires to be the United Kingdom’s preferred home 
mortgage lender, and it believes — according to its official statement of 
strategic intent — that its most important resource for achieving that goal 
is its people. Because Ockenden wants his employees to know just how 
important they are to the company’s strategy, he goes out of his way, in 
his own words, to “create a spirit that says we are all one group of people 
working towards the customer imperative.” As empowered frontline 
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workers at Barclays (and at other horizontal companies where core values 
are embedded in the quest to achieve aspirational goals) take responsi- 
bility for the end-to-end processes that produce their value-added prod- 
ucts and services, they are increasing their personal investment in the 
organization’s mission and strategic intent. That investment, in turn, pays 
off in greater commitment by the employees to the values the company 
wishes to promote. 


Staking a Claim 

As in an interlocking puzzle, the pieces must come together to help 
you identify your organization’s central strength, the sources of its com- 
petitive advantage, apart from all others in the field. A rigorous analysis 
of the environment has helped you decide where you want to compete 
and what your strengths and weaknesses are. You have also assessed the 
“critical buying factors” or “customer breakpoints,” those dimensions 
of value that really make a difference to customers (and will attract those 
customers to you rather than someone else) , as well as what your poten- 
tial competitors will offer to customers. You know what you aspire to 
achieve if everything “goes right.” The time has now come to stake out 
a competitive territory and to state your differentiable value in terms of 
a specific value proposition. 

As we have seen, the value proposition is a clear, simple statement 
of the benefits a particular organization will provide to a target group 
of customers. In order to maintain its competitive edge, the organiza- 
tion must set a price attractive to those customers and consistent with 
its financial goals. The value proposition is based on exhaustive re- 
search into customer wants, needs, and price requirements, as well as 
the organization’s capabilities for meeting those wants and needs. Man- 
agers need to complete an economic analysis of the potential returns 
from specific business lines and market segments as well as an assess- 
ment of the likely challenges they will face from competitors and how 
the industry might evolve. Performing the necessary analysis on a con- 
tinuing basis helps ensure that the organization maintains a crisp defi- 
nition of its value proposition and understands the key benefits that 
targeted customers want. 
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The value proposition is also important because it: 

■ Gives direction and purpose to the organization’s activities 

■ Focuses the organization’s work directly onto the customer 

■ Articulates the nature of the performance challenges inherent 
in winning customers, thereby allowing you to determine if and 
where in your organization a horizontal, vertical, or some other 
approach is appropriate 

■ Identifies the critical core processes of an organization and what 
they are designed to achieve 

■ Shapes the design of all elements of organization performance, 
such as structure, skills, and systems 

■ Serves as a goal against which the organization measures its success 

■ Redirects the organization’s activities if the need arises 

As I mentioned in chapter 1, this method of organization ensures that 
every step and element is purpose-built in carrying out a winning strategy. 
And at this point, strategy can be seen as a set of actions that deliver supe- 
rior value to desired customers at a cost that provides desired returns. 

Although the term “value” is usually associated with the world of pri- 
vate business, the concept of a value proposition is applicable to the pub- 
lic sector as well. In Creating Public Value, Moore argues that one of the 
three critical tests in developing strategy for a public sector organization 
is that it be “ substantively valuable in the sense that the organization pro- 
duces things of value to overseers, clients, and beneficiaries at low cost 
in terms of money and authority.” 7 Clearly, public sector agencies do 
bring things of value to society. OSHA, for example, protects human life, 
which is valuable in terms of both the lives themselves and of the savings 
to the general economy from averting lost work time, medical expenses, 
workers’ compensation costs, and so forth. As noted in chapter 2, besides 
6,200 deaths, a reported 6.2 million workplace injuries occurred in 1996 
(albeit the lowest rate since the Bureau of Labor Statistics began tracking 
such statistics) , 8 These injuries directly cost some $60 billion annually in 
workers’ compensation and indirectly another $50 billion or so in ex- 
penses such as those tied to loss of productivity. Program evaluation, 
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benefit-cost analysis, and similar tools can help identify the net value that 
an agency such as OSHA offers. 

Public agencies such as OSHA are compelled to offer a strong value 
proposition because they, too, face “competitive threats.” For example, 
Congress can discontinue an agency’s funding (and has made such threats 
to OSHA in the past) if other alternatives offer what the legislators perceive 
to be a superior value proposition. Additionally, the value proposition 
identifies the goals against which the organization measures its success and 
redirects its particular strategic approach if conditions warrant: For exam- 
ple, if the agency fails to achieve its value proposition of significantly re- 
ducing injuries, illnesses, and deaths, or if the costs of doing so exceed the 
benefits, the organization can and should redirect its activities. 

A pertinent example occurred early in the OSHA redesign effort when 
an attempt to use a partnership with poultry companies to drive needed 
safety changes in the poultry industry itself caused an uproar in organized 
labor. As Joel Sacks, former acting director of reinvention at OSHA, de- 
scribes it, labor had valid reasons for its opposition. First, unions devel- 
oped the perception that inspections of the poultry companies were to 
be relaxed in return for their participation in the program, which labor 
viewed as an infringement of workers’ rights. Second, poultry was target- 
ed by OSHA because it was considered to be particularly dangerous. La- 
bor countered with the argument that the high level of danger was pre- 
cisely the reason why poultry inspections should not be discontinued. 

Rather than allowing labor’s objections to sink the whole initiative, 
OSHA head Joe Dear acted quickly to adjust the strategic approach and 
keep the program moving forward. He called together all the stakehold- 
ers and engaged them in working toward a common goal consistent with 
OSHA’s aspirations. As Sacks points out, “The upside of the story is that 
by sitting with these stakeholders, getting them involved, and helping 
them recreate the program, we now have a [poultry] program in Atlanta 
that organized labor is using as a model of what we need to be doing in 
other parts of the country.” 

Laying the Groundwork for Change 

You are now prepared to undertake the second phase of building the 
horizontal organization, that of actual design. Before beginning to design 
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the appropriate organization to meet your particular needs, however, it 
will serve you well in the future if you start laying the groundwork for 
the behavior and skill changes that must accompany any performance- 
based transformation. Most of the specific skills will not become clear 
until after you have identified and redesigned the core processes. Nev- 
ertheless, now is the time to begin building the case for major change. 
Leaders must: 

■ Create a sense of urgency 

■ Line up broad-based support 

■ Set up a means of quality control 

■ Create enabling structures 

In creating a sense of urgency, it is important to stress that imple- 
menting a horizontal organization, either by itself or in any hybridized 
combination, is not the main objective. Improved performance, as I noted 
earlier, is the overriding goal, and stakeholders must understand up front 
exactly why you are undertaking transformational change and what you 
are aiming to achieve. It is important to draw on the results of the dis- 
ciplined analysis done in the initial stages of direction setting to illustrate 
the solid link between desired performance gains and the benefits of 
horizontal organization. 

At Xerox, for example, extensive analysis of customer requirements, 
new technology, the economic environment, and competitors provided a 
clear understanding that the company could not achieve its desired level 
of success as it was structured in 1992. Functional roadblocks were im- 
pediments to achieving strategic goals. “A very centralized decision- 
making organization,” as corporate vice president Jim Lesko describes it, 
prevented the company from competing effectively in the face of new 
industries, new competitors, and changing customer requirements. With 
every decision ultimately funneling through a very narrow channel at the 
top, the company essentially had reached the limits of growth. Although 
financial returns were adequate, the company was not up to the chal- 
lenges posed by new technology and new markets. 

Communicating the case for change is primarily the job of top leaders. 
At Xerox, CEO Allaire was “all over this,” Lesko says. People understood 
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that Allaire was behind the organizational changes, that he had been 
closely involved in every detail. 

So, too, at the Ford Customer Service Division, where vice president 
and FCSD general manager Ron Goldsberry decided that transformation- 
al change was needed in order to shore up badly sagging customer sat- 
isfaction rates. As related in chapter 2, the problem became so severe as 
to undermine customer loyalty, which, in turn, began to threaten overall 
Ford Motor Company sales. Calling FCSD diverse, fragmented, and “very 
chimney-oriented,” Goldsberry saw that a horizontal organization offered 
him the best opportunity to align processes, goals, and objectives. 

Goldsberry has traveled around the world communicating the need 
for the change and enlightening stakeholders as to the benefits of hori- 
zontal organization. In fact, he lists “teacher” as one of his main roles 
these days. And one of his greatest accomplishments as a teacher is help- 
ing FCSD employees come to understand just how serious the threat was 
to the company, to help build the commitment from them to accomplish 
the structural and behavioral changes required at the division. Tony Ka- 
duk, manager of FCSD’s vehicle service program, says that Goldsberry has 
“delivered a very consistent message” in person and through memos 
about the need to focus on customer satisfaction. 

At each of the organizations examined in this book, performance 
problems were defined after exhaustive analysis of the external and in- 
ternal environment, and then the case for major change was communi- 
cated by the top and throughout the organization from the top down. A 
pro-active communication strategy, like that used by Joe Dear at OSHA, 
is critical for addressing the diverse points of view of key stakeholders 
and for enlisting broad-based support for the change effort. 

With the first set of plans and objectives that Dear drew up for OSHA, 
he clearly spelled out the threat the agency faced from loss of political 
support as a result of its failure to fulfill its mission. He then laid out the 
specifics of needed performance improvements and targeted certain pro- 
grams for change. Traveling around to the various OSHA field offices, 
Dear sat down with staff members and talked one-on-one about the need 
for change and invited their suggestions. He also communicated with 
OSHA staffers through speeches and memos. 

First, Dear made it clear that if OSHA managers did not change the 
organization themselves, then somebody — perhaps one or another mem- 
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ber of Congress — was likely to do it for them. But after laying out the 
threat, he then quickly moved to provide a meaningful vision. “Joe could 
paint an inspiring picture of where OSHA needed to be in the future,” 
Joel Sacks recalls with obvious admiration. “He got people excited and 
interested in working to make the redesign a reality. Dear also formed a 
cohesive, high-performance design team and ‘gave them a clear charter’ 
to do three things: Create a redesign model, test it, and start imple- 
menting it nationwide, all of which was critical to the success of the ef- 
fort,” Sacks adds. 

Dear obviously had more than one group of stakeholders that he 
needed to convince, and his efforts reflected that. He gave speeches to 
outside labor and employer groups, where he emphasized both the need 
for major change and the benefits that would accrue to the various stake- 
holders. But perhaps the most crucial selling effort was the one Dear 
conducted for Congress because he recognized that he had to buy suf- 
ficient time to keep the agency operating until positive results could be- 
gin to appear. 

For his part, Dear believes that the key to selling a change effort is 
the leader’s level of personal commitment. “Leaders have to expose 
themselves to incredible personal and professional risk. People need to 
know that every leader is at least as far out on the limb as they are in 
terms of having to make the change work. If people see genuine com- 
mitment, your change-ready folks will come forward. They will commit.” 

Controlling the quality of the change effort depends not only on es- 
tablishing checkpoints and design parameters for the changes to be im- 
plemented but also on establishing quantifiable measures and targets 
wherever feasible, and making sure that stakeholders understand how 
these measures and targets support the objectives of the company’s over- 
all change effort. 

Motorola developed its famed Six Sigma quality control measures, rep- 
resenting a near infinitesimal ratio of defective parts per million parts 
produced. To measure customer satisfaction and its own productivity, and 
as part of its drive to achieve its value proposition, GE Salisbury adopted 
this performance measure, seeking to hold complaints to an equally small 
percentage of all its transactions with customers. What distinguishes these 
companies’ direction setting is the specificity of their quantifiable out- 
comes. 
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4 

Successful communication requires a 
strong senior management role to: 


□ Develop a communications plan and make sure that plan is faithfully 
executed 

□ Communicate openly; tell the truth 

□ Listen to and take advantage of feedback 

□ Use clear, direct language 

□ Dedicate sufficient support resources, both people (an internal champion 
and a multifunctional task force) and money 

□ Devote personal time and attention 

□ Make important decisions that visibly reinforce message (e.g., people, 
resources) 


Likewise, as part of the 2005 initiative, Xerox established a “manage- 
ment model” to embed and measure quality — a cridcal element of its 
value proposition — throughout its organization. That model comprises 
six categories; leadership, human resources management, business pro- 
cess management, customer and market focus, information and quality 
tools, and results. In the area of results, Xerox collects empirical data to 
measure customer satisfaction and loyalty, employee motivation and sat- 
isfaction, market share, financial results, productivity, and profitable rev- 
enue growth. Consistent with the Xerox 2005 strategic intent and value 
proposition, these areas present quantifiable and ambitious objectives for 
the company which are nonetheless achievable. 

Such performance objectives serve as a measure of progress toward 
your goals. They are not the only measure, of course, but they represent 
powerful arguments as to whether the direction you have set for your 
company is the right one. It is important to note, however, that although 
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the steps outlined in this chapter are designed to help you formulate the 
correct strategy, there are no guarantees. Setting the correct course is 
complex and difficult, but even a course that is correct for today must be con- 
stantly revisited to make sure that it is still correct for tomorrow. 

You are now ready to begin designing a horizontal structure to reach 
your performance targets, a challenge that will occupy us in the final two 
chapters of this book. Some departments in your organization, of course, 
can — and in many cases should — remain functional, but the primary ob- 
jective in transforming your company to a horizontal organization will be 
to build cross-functionality in order to improve performance. The check- 
list that ends this chapter summarizes the main steps you should take in 
setting the future direction of your organization. The journey can be 
arduous, but like the seasoned traveler mentioned at the beginning of 
this chapter, you can prepare yourself and your fellow travelers so that 
you do not arrive at a place that is totally unfamiliar. 


A Checklist for Setting Direction 

■ Use rigorous, disciplined analysis to understand your competitive 
environment. 

■ Articulate aspirational goals and identify core values. 

■ Define your value proposition for those markets or customers 
you want to win. 

■ Use the value proposition to determine the critical processes that 
need to be in place. This is the initial point where strategy actually 
starts to drive organization design. 

■ Create a sense of urgency and inject passion to rally your people 
behind the transformation to a horizontal organization. 

■ Build a strong line of communication to all stakeholders so that 
everyone is aware of objectives, overall progress, and tangible suc- 
cesses. 

■ Establish a limited set of quantifiable performance targets. 
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■ Establish a steering committee of senior stakeholders to hold 
people accountable, secure resources, identify problems, and pro- 
vide buffers. 

■ Evaluate and refine your organization’s strategic intent as market 
conditions and company results warrant. 
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PHASE TWO- 


HOW WILL YOU DO WHAT YOU DO? 


Even a cursory glance at the organizational charts in chapters 2 and 5-8 
reveals that no two are exactly alike. What works well for OSHA or Xerox 
should not, indeed cannot, be adopted wholesale by the likes of a GE 
Salisbury plant or the Supply Management organization within Motoro- 
la’s Space and Systems Technology Group (SSTG). After all, each orga- 
nization must devise its own horizontal structure according to the core 
processes it designs to create and deliver its value proposition. No two 
organizations will have the core processes designed the same way (despite 
surface similarities) , just as no two individuals have the same personality, 
history, and purposes (even though they may share the same name) . And 
since organizations will not have the same core processes designed in the 
same way, their horizontal organizational charts will accordingly differ in 
often subtle, but nonetheless distinct, ways. 

Also affecting the composition of each core process group is the spe- 
cific combination of skills and experiences needed to deliver the value 
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proposition. No two organizations, however similar they may appear, will 
need exactly the same set of skills and expertise. Thus each structure will 
reflect the organization’s strategy by grouping together certain employees 
and teams, manipulating the value chain to help them perform at the 
highest level possible, and constantly improving their performance. A 
cheerful, patient, and knowledgeable customer service representative, for 
instance, can play an important part in winning customers for the com- 
pany, just as the best designed value-added product or service can. Mul- 
tidisciplinary teams at Motorola, for example, possess the integrated set 
of skills required to execute the work of the supply management core 
process, thereby improving quality and reducing cycle time. Both of these 
objectives are central to Motorola’s value proposition. 

Individual differences aside, all horizontal organizational charts have 
in common several important features, some of which are carried over 
from the traditional hierarchy or bureaucracy. For instance, in each chart 
a general manager or senior executive retains oversight responsibilities. 
Authority stems from that executive and extends down throughout vari- 
ous organization areas or sometimes, indeed, through the entire orga- 
nization. In the horizontal organization, that executive continues to ex- 
ercise traditional responsibilities including setting strategy, allocating 
resources and control, even while spending new or additional time in 
tasks such as coaching, leading change, and building consensus. 

In the case of Ford’s Customer Service Division (FCSD), the line of 
authority and responsibility runs from Ron Goldsberry, vice president and 
general manager, to the four process owners, thence to the core process 
groups comprising literally thousands of frontline Ford workers who take 
responsibility for the end-to-end process and achieving its performance 
goals (see Fig. 11.1). Those four core process groups, comprised of mul- 
tiple cross-functional teams, work side by side with people in various ver- 
tical or functional areas and departments, who are responsible for vertical 
activities. Areas such as finance, strategy and communications, and hu- 
man resources remain “outside” the main core process groups, although 
all three contribute analytical data, planning, and other supporting in- 
formation essential to the process group’s performance. They become, 
in short, “partners in process performance.” 

Another feature common to horizontal organizations and visible from 
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the organization chart is being formally structured around a process. 
Core process groups (CPGs) are the formal organizational departments 
of the horizontal organization. They are not functions. Indeed, they differ 
from traditional vertical silos in three important ways: 

■ The core process group is designed to deliver external, end-of- 
process performance objectives, which are themselves part and par- 
cel of the value proposition. CPGs are not focused on delivering 
internal functional objectives. In order to support the overall value 
proposition of FCSD (fix it right the first time, on time) , the parts 
supply and logistics CPG, for example, needs to have the right parts 
available so that properly trained frontline workers can repair ve- 
hicles right the first time and on time. Integral to the efficiency 
and effectiveness of the four core process groups of FCSD, of 
course, are the efforts of functional units such as human resources, 
which finds the right people to work on the teams, and the finance 
function, which supplies resources needed for the CPGs to achieve 
their process-based performance objectives. 

■ As a result of process redesign and the vesting of more employ- 
ees (not just those at the senior management level) with decision- 
making authority, the CPG is “flatter” than a functional depart- 
ment. It integrates the work of various people in highly coordinated 
efforts to meet performance objectives. In a core process group, 
team members are peers working either in individualized tasks or 
in concert. Emphasis falls on the work of the group as a whole 
rather than on individual performance, although the group or the 
process owner will intervene when performance, for whatever rea- 
son, goes off track. 

■ The traditional functional department is composed of individu- 
als with a relatively narrow, homogeneous set of skills (for instance, 
an engineering department employs only people trained in engi- 
neering) regardless of the company’s value proposition. But the 
CPG typically arranges people in multidisciplinary ways — dictated 
by what is required to deliver the value proposition. While core 
process groups prefer that their members have broader, more 
multidisciplinary skills, they can also include those specialists who 
can handle tasks of a more challenging technical nature that arise 
within the core process. For example, design engineers on Moto- 
rola’s Supply Management commodity teams work directly with sup- 
pliers. They are thus in a better position to ensure that parts will 
meet quality specifications and Motorola’s “ease of manufacturing” 
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requirements, and that the teams continue to perform at the high- 
est level as they work with the other links in the value chain. 

These distinctions between core process groups and traditional func- 
tional departments are crucial to understanding how to transform your 
company into a horizontal organization. It is not enough merely to move 
one structural “box” to another place in the organizational chart; essen- 
tial to the horizontal organization is the creation of key process-based 
groups. As discussed in chapter 10, you must first create the vision and 
establish the strategy you think will get you to where you want to go. 
Obviously there are no guarantees that this strategy will work, but without 
it no amount of horizontal design will help you. 

Nor will the simplistic exercise of “moving boxes” around in the or- 
ganizational chart answer the question of which employees and teams 
work best in which situations or at which tasks. In addition, organizing 
horizontally requires that you consider the specific skills and behaviors 
necessary — as well as how to develop these skills and behaviors — to 
achieve the highest level of productivity and continuous improvement in 
the delivery of your value proposition. It is both inadequate and infeasible 
to substitute a movement of desks and offices for purposeful development 
of a successful organization. 

Once you see how the value proposition determines which processes 
are critical to the new organizational structure — what those processes are 
designed to achieve and which combinations of skills and experiences are 
important — you can see explicitly how in the horizontal organization 
strategy directly drives the design of the whole. 

This chapter presents the initial design and change management steps 
that will help you create a horizontal structure that is perfect for your 
organization. Unlike many recent and fashionable imperatives to alter 
radically both what you do and how you do it, this chapter presents an 
approach that you can use or adapt to your special circumstances. Un- 
derpinning that design are twelve principles, 1 five of which we discuss in 
this chapter: 

■ Organize around cross-functional core processes, not tasks or 
functions. 

■ Install process owners or managers who will take responsibility 
for the core process in its entirety. 
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■ Make teams, not individuals, the cornerstone of organizational 
design and performance. 

■ Decrease hierarchy by eliminating non-value-added work and by 
giving team members who are not necessarily senior managers the 
authority to make decisions directly related to their activities within 
the process flow. 

■ Integrate with customers and suppliers. 

Using these five principles (plus the seven discussed in chapter 12), 
you can develop an organization structure to bring together the right 
people to perform the right processes and deliver the value proposition 
to your customers. The five principles taken up in the present chapter 
constitute the “design” phase of the transformation, whereas the seven 
principles discussed in chapter 12 speak to the issue of how best to de- 
velop those behaviors and skills necessary to institutionalize the change 
and help assure the success of your horizontal organization. Informing 
these twelve principles must be a plan for managing the large-scale 
change that moving to a horizontal structure entails. To achieve success 
in this effort, business leaders must do more than make pronounce- 
ments and issue orders from atop the organizational pyramid; they 
must be willing to be personally involved in leading the change and en- 
listing the support and involvement of all key stakeholders in the trans- 
formation. 


Organize around Processes 

While undertaking a change of this magnitude can be both risky and 
intimidating, doing nothing can be worse. The first step, therefore, in 
deciding whether and how you should begin a major transformation is 
to study carefully what your company does best and compare that with 
what you want it to do. In most cases, the end-to-end core processes 
fundamental to your business can be enumerated on the fingers of one 
hand: Whether you lead a global telecommunications company or op- 
erate a small family-owned business, you will find no more than five, 
more likely two or three (and occasionally one, as in the case of 
Barclays), core processes that form the essence of your business (see 
sidebar 5). 2 
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5 

A Test for Core Processes 


1 . Does each process or interdependent set of activities, information, 
decisions, and material flows, significantly impact the delivery of value? 

2. Has the entire chain of related activities, information, decisions, and 
material flows extending even across functional, geographic, business 
unit, and company boundaries been included? Note: This means that all 
upstream — those close to suppliers — as well as those downstream — 
those close to your customers — have been integrated into the core 
process. 

3. Does the core process account for a significant portion of the company’s 
costs or revenues? 

4. When fully optimized, does the core process exist independently of other 
core processes you have identified? 

5. Does the process have measurable outcomes? 


Some organizations have relatively simple core processes; others are 
extremely complex. Some produce tangible products that can be imme- 
diately shipped to customers; others perform tasks in a service. Some 
processes, when redesigned for maximum efficiency, can be performed 
by one team or occasionally even by a single individual . 3 In other cases 
such as Ford’s Customer Service Division, the complexity and length of 
the core processes requires multiple teams comprising thousands of em- 
ployees and many process owners. 

The activities and skill sets required by the core processes dictate how 
many and what types of teams you should establish. If the processes are 
relatively simple, with fewer steps, one set of teams may be all that you 
need. If the processes remain relatively consistent, but their products 
change — say, you make the same product with specific refinements for 
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different customers or different geographical regions — you may decide 
to install parallel teams to handle the work. As we have seen in the example 
of Motorola’s Space and Systems Technology Group (SSTG), different 
commodity teams manage the entire supply process, each taking respon- 
sibility for a particular commodity. 

If your organization has a core process that is too long or complex 
for a single team to handle, you can use linked teams to carry out the 
process sequentially. Ford Customer Service Division (FCSD) provides an 
excellent example of such linkage, whereby teams of experts in parts 
supply and logistics, for instance, engage in analyzing the parts supply 
network, purchasing, directing the flow of materials, and distributing 
parts to dealerships worldwide. Meanwhile, these teams work directly with 
teams in business development and technical service to build the right 
capability in all dealerships that encourages problem solving, process 
mapping, and other activities designed to fulfill Ford’s promise to fix the 
problem right the first time on time. 

A third possibility is the adjunct team, which is illustrated by the Xerox 
product development team. This group has end-to-end responsibility for 
each new product’s evolution, but the team often borrows people from 
other teams whenever it needs their special skills and expertise. Although 
the core membership of the team remains stable, the number of team 
members can fluctuate whenever new skills are required. 

As illustrated in chapters 2 and 5-8, process teams 4 may exist at prac- 
tically any level within the organization and may integrate technical ex- 
pertise and multidisciplinary skills. At the simplest level ( not to be con- 
fused with a “simple” process!) is the team focused on a single set of 
activities comprising a process within a larger core process. The GE Sal- 
isbury plant, for instance, is organized around the build-to-order pro- 
cess that can be viewed as a critical part of a more extensive, “end to 
end,” “order generation through fulfillment” core process. Building 
over 70,000 variations of one product, teams within the build-to-order 
process bring their efforts and expertise to bear on creating and deliv- 
ering the company’s value proposition. But their work also cuts across 
functions and company boundaries to include engineers, suppliers, and 
customers. 

Companies such as Motorola and Barclays Bank must decide whether 
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to establish separate business units for each line of business and whether 
to focus these business units along dimensions such as geography, prod- 
ucts, or customers. Once the decision has been reached, however, leaders 
are still left with the question of whether to “go horizontal” or remain 
vertical in some part of all of the business units that are established. Some 
units of Ford, for instance, have remained largely vertical, while other 
units such as FCSD have elected to restructure themselves horizontally. 

The new Xerox 2005 provides a slight variation to the more conven- 
tional redesign around core process groups. While it incorporates many 
features of horizontal organization (the formal organization structured 
around cross-functional teams, an integrated flow of activities without 
boundaries between functions, and multiskilled, cross-disciplinary teams, 
and so forth), Xerox represents an integrated system of “mini- 
businesses,” some of which have organized cross-functionally around a 
section of the value chain of activities. The company has kept the research 
and sales sections of the value chain largely functional. Meanwhile, other 
activities — from product development through sales planning (including 
product planning, development, engineering, and manufacturing) — have 
become the focus of the various cross-functional business teams within 
the business groups under the executive vice president for business op- 
erations. 

Horizontal design can extend across the boundaries of an individual 
company as well. The supply management organization of Motorola’s 
SSTG illustrates that horizontality can extend even across company 
boundaries to integrate with suppliers and other elements in the value 
chain. 

Such permutations of the horizontal structure are determined by the 
specific value proposition and performance challenges of the organiza- 
tion as well as the imaginations, the wills, and the needs of those respon- 
sible for analyzing, designing, and implementing the changes. Organizing 
around core processes rather than functions establishes a more natural 
fit between work and structure than the traditional vertical structure can 
achieve. Each functional department, after all, siphons off that portion 
of the work flow that it is designed to process, thus fostering in many 
organizations an attitude of “It’s not my responsibility.” The horizontal 
organization, on the other hand, integrates the process teams, opening 
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up the sluices and enabling the work to flow vigorously but not uncon- 
trollably. 

Install Process Owners 

To regulate that flow and coordinate the work of its core process teams, 
the horizontal organization establishes agents for oversight, control, and 
accountability. These are, of course, traditional characteristics of the ver- 
tical hierarchy, but they do not disappear when a company elects to go 
horizontal. Although the actual lines of reporting may be redrawn, there 
must remain a level of managerial responsibility even in the smallest and 
simplest core process group. 

The responsibilities of “owning” a core process fall sometimes to one 
person, sometimes to an entire team or a small number of team mem- 
bers. In most cases, the burden of responsibility is borne by senior man- 
agers representing different activities in the core process. The precise 
configuration will depend on a number of factors, including the com- 
plexity of the process, the availability of experts in the process itself who 
can also demonstrate leadership abilities, and the willingness of team 
members to follow the instructions of the process owners or to set that 
agenda for themselves. 

The owner or owners, however, must be willing to take responsibility 
for the entire end-to-end process (see sidebar 6) . Managers cannot over- 
see only that part of the process that they happen to like the most or 
know the most about. Their regulations must apply to all or to none. 

Ideally, the senior people who are process owners should themselves 
work as a process-owner team (see sidebar 7). They should aim for co- 
operation, not competition; for effective joint problem-solving, not one- 
upmanship; for added value to the end product, not salary increases for 
themselves alone. By actually participating as team members, these pro- 
cess owners benefit from the experiences and collective knowledge of the 
team, come to share values, and form realistic expectations about the 
amount and quality of work that can be performed by the various teams, 
as well the challenges to building and achieving effective team perfor- 
mance. 

In Ford’s Customer Service Division, four individuals along with a 
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6 

Characteristics of the Process Owner 


1 . Predisposition to oversee and work with the teams within the process 
group 

2. Experience as a senior manager — it is preferred that the process owner 
be a team of senior managers 

3. Major equity in the process group 

4. Clear understanding of activities and challenges in the core process 

5. Knowledge of upstream and downstream activities, suppliers, and 
customers 

6. Ability to influence people, to act as coach, to support the teams’ efforts 

7. Ability to personify values, particularly the adherence to continuous 
improvement and learning 


team of senior managers have complete oversight over their respective 
core process groups. They stand between the top levels of FCSD man- 
agement and frontline employees. In a horizontal organization such as 
Motorola SSTG’s supply management organization, however, the senior 
managers on the process owner teams themselves have what they would 
call their senior staff or managers who make it part of their job descrip- 
tions to deliver the value proposition and keep the teams’ focus on sat- 
isfying customers and maintaining the highest quality standards. But 
there is no managerial level between the process owner team and front- 
line teams. 

Process ownership, therefore, depends largely on factors such as the 
demonstration of leadership, the ability to delegate authority as well as 
to work with both frontline employees and top managers, and a thorough 
understanding of the relationship between the value proposition and the 
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7 

Process Owners’ Responsibilities 


1 . Define performance objectives — in support of the company’s overall 
value proposition — for the core process group. 

2. Monitor team members’ performance and resolve disputes. 

3. Promote and drive continual performance improvement and effective 
collaboration throughout the core process group. 

4. Develop process plans and budgets. 

5. Serve as a process “champion.” 

6. Build a sense of shared objectives and support within the core process 
group; help members develop complementary skills and mutually 
beneficial working methods. 

7. Evaluate and certify progress toward the goal. 

8. Identify and remove bottlenecks and impediments to performance in the 
core process itself as well as any unhealthy resistance among team 
members (not all resistance is necessarily bad). 

9. Represent all areas of activity along the core process. 

1 0. Recognize and reward the good work of team members; help coach 
those who are having trouble meeting objectives, or in the worst case, 
remove or reassign them to other jobs. 


work of the teams under one’s direction. If the key objective of a hori- 
zontal transformation is to improve performance, then the architects of 
that structure must determine what lines of oversight and direction are 
best suited to the particular value proposition, the particular mix of hu- 
man skills and experiences, and the various elements in the organiza- 
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tion’s value chain. It is much more difficult to build a house and then 
look for a place to put it than to adapt the architectural design to make 
the best use of the land on which that house will sit. 


Make Teams the Cornerstone of Design 

One of the primary assumptions about teams is that if two heads are 
better than one, 20 or so heads will be better than two. The validity of 
this assumption, of course, rests with the quality of the people who form 
the team in the first place, their willingness to devote themselves to ful- 
filling the needs of the team and to relinquish their individual desires to 
elevate themselves at the expense of others or the product they are work- 
ing on. Its validity also rests on the organization’s ability to design and 
support teams so that they perform at the highest and most efficient level 
possible. All teams do not function equally well, as the sports pages tell 
us every day (see sidebar 8). On the whole, however, if process owners 
and their advisors act wisely and purposefully, they can create teams of 
excellence which will be the principal building blocks of the entire or- 
ganization and its new design. 

With few exceptions, the complexity of the core process requires high- 
ly skilled teams with strong expertise and the confidence to be self- 
starters. If vertically structured organizations are immobilized by multiple 
hand-offs and delays for authorization from on high, horizontally struc- 
tured companies will founder when teams lack the necessary skills and 
confidence to engage fully in the organization’s core processes. 

In the late 1980s and early 1990s, for instance, the Occupational 
Safety and Health Administration (OSHA) was an organization pulled 
apart by its attempts to satisfy various priorities while cost-conscious pol- 
iticians attacked its budget at every opportunity. Both its internal bureau- 
cracy and its position within the federal government helped create an 
unwieldy set of authorization channels: The organization simply had to 
please too many masters. During the early years of the Clinton adminis- 
tration, however, Secretary of Labor Robert Reich began holding “town 
hall” meetings with OSHA employees to hear their concerns about rein- 
venting government and reorganizing OSHA in the wake of some 250,000 
layoffs in the federal government. Reich appointed Joe Dear, well known 
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8 

Requirements for High-Performing Teams 

1 . Membership of no more than 25 employees, although most teams number 
perhaps 10-15 members 

2. Complementary skills 

3. Commitment to a single purpose or performance goal 

4. An attitude of mutual accountability (that is, no finger pointing) 

5. Mutual respect for each other's expertise and contributions 


Source: Jon R. Katzenbach and Douglas Smith, The Wisdom of Teams 
(Boston: Harvard Business School Press, 1993), p. 45. 


for his governmental reforms at the state level, to head up the changes 
at OSHA which were designed to improve OSHA’s ability to make sig- 
nificant reductions in workplace injuries, illnesses, and deaths. 

Dear asked Leo Carey and Kenneth Maglicic to lead a multi- 
functional, multilevel (that is, “diagonal slice”) redesign team that fo- 
cused on redesigning the 65 OSHA field offices, where approximately 
1,500 employees worked. Merely setting a new set of standards for workers 
would not have adequately addressed OSHA’s problems. As Dear ex- 
plains, “Redesign is a great method for getting an organization to rethink 
how it performs its work. We were trying to break this rigid, hierarchical, 
change-resistant, bureaucratic culture and replace it with teams autho- 
rized to evaluate every aspect of field operations and to make whatever 
changes they needed, within the limits of the law.” 

In OSHA’s new horizontal structure, an area director retains the au- 
thority of each area office and directs the work of two types of office 
teams: A strategy team takes responsibility for collecting data, identifying 
and prioritizing problems, analyzing causes, and proposing solutions; a 


198 HOW TO BUILD A HORIZONTAL ORGANIZATION 




response team handles reports of actual dangers, responds to workers’ 
complaints, and takes account of safety and health violations in the work- 
place. Moreover, both types of teams are cross-trained and cross- 
functional, with both safety specialists and industrial hygienists, for ex- 
ample, residing on the same teams. Although such principles as 
cross-functional training, empowerment, and multiskilling do not show 
up on the organizational chart depicted in Fig. 2.2, they are essential 
means of developing the needed behavior and skills for teams to perform 
to their maximum potential — and continually improve on that perfor- 
mance in a horizontal organization. 

Flatten the Hierarchy 

“Breaking the bureaucratic culture,” as Dear puts it, is an essential step 
in the transformation process. Too often, however, it has been equated 
with the wholesale elimination of managerial ranks. In both large and 
small companies, senior managers continue to make deep cuts in person- 
nel as a quick-and-easy solution to their companies’ problems. This “so- 
lution,” however, just as often becomes a continuation of the problem. 

As illustrated by all the case studies in this book, the purpose of the 
horizontal organization is not to do away with all managers below the 
CEO. Inevitably, companies that go horizontal will see some flattening 
of their hierarchies. The reasons for this are clear. First, the reengi- 
neering of core processes to deliver the value proposition requires the 
elimination of any work or activity that adds no value. Second, when 
decision-making authority is vested in frontline employees, they take 
over responsibilities typically held by middle managers. But a transfor- 
mation to the horizontal organization does not necessarily mean a loss 
of jobs. Ron Goldsberry, general manager of FCSD, points out that the 
makeover to the horizontal in his division at Ford, although it resulted 
in some transfers and reassignments, it did not force the termination of 
any employee. 

As we have seen in the case studies, some hierarchy remains even in 
the most radical of horizontal changes. People still need leaders to de- 
velop strategy, resolve problems with personnel and production, allocate 
resources, and hold employees accountable. Mintzberg’s anatomy of man- 
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agerial roles is by no means overturned by the company’s decision to 
develop a horizontal structure; indeed, those roles — figurehead, leader, 
liaison, monitor, disseminator, spokesperson, entrepreneur, disturbance 
handler, and negotiator — are needed as much as ever . 5 

Mike Ockenden of Barclays Bank’s Home Finance Division (HFD), 
for example, has intentionally expanded the province in which HFD em- 
ployees act to solve customers’ problems. Although their decision-making 
authority has vastly increased, Ockenden still at the end of the day re- 
mains in charge and has the final say on major capital investments, credit 
accounts, and loan approvals. 

In some cases, traditionally placed managers are in line to become 
the owners of core processes. They will direct the work of the teams 
assigned to each process and keep watch over the team’s activities, inter- 
vening when necessary to handle a personnel issue or help solve a prob- 
lem with the supply chain. With their managerial skills, knowledge of 
market trends, and understanding of personnel procedures, those man- 
agers are often the best candidates to take control of cross-functional 
processes that create the value proposition. In other cases, some man- 
agers will need to remain in control of functional units or vertical pro- 
cesses, so long as they adopt the attitude of becoming true partners in 
process — that is, working side by side with the core process groups to 
deliver the value proposition. 

In developing a change management strategy, it is important not to 
treat this reorganization initially or fundamentally as a traditional human 
resources issue. You should base your decision to decrease hierarchy on 
the identification of the core processes that deliver the value proposition, 
not on the individuals who have the most seniority at your organization 
or the best sales records. While those traits are important, the identifi- 
cation of core process owners should hinge on the question of who can 
best motivate and empower the people in the group, remove barriers to 
their work, and coordinate the team’s work with that of other teams and 
stakeholders in the organization. 

Before the design and implementation of the horizontal supply man- 
agement organization at Motorola’s Space and Systems Technology 
Group, as many as seven or eight levels of management might have been 
involved in the purchase of supplies. A senior buyer reported to a section 
manager who reported to a purchasing manager, and on up the line to 
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the division manager. After reorganizing into horizontal process teams, 
the new supply management organization reduced these managerial lev- 
els to one or at most two: a process manager and, in certain non-exempt 
areas, a supervisor. “Other than those,” says Larry Burleson, SSTG’s vice 
president and director of operations and supply chain management, 
“there are no management levels.” This decrease in hierarchy is possible 
largely because process teams absorb many of the former responsibilities 
of managers. 

During the transformation itself, many companies find it necessary to 
install a steering committee to provide leadership, help set strategy, and 
facilitate the redesign process. As a change management tool, this steer- 
ing committee can help break botdenecks and overcome resistance from 
stakeholders if it occurs (and it probably will). As the hierarchy is flat- 
tened, the steering committee can act temporarily to make sure that the 
design teams are adequately staffed, thoroughly motivated, and provided 
with the resources they need to design a new organization that can do a 
superior job of delivering the winning value proposition. Above all, senior 
executives must keep clearly in their minds that the fundamental purpose 
of the move to a horizontal structure is not the change itself but the delivery 
of the value proposition. The organizadon must continue performing, even 
while the transformation is taking place. 


Integrate with Customers and Suppliers 

Organizing around cross-functional core processes, installing process 
owners, making teams the cornerstone of design and performance, and 
flattening hierarchy — all these design principles are confined primarily 
to elements internal to the organization. The fifth design principle asks 
you to make sure you look beyond the walls of your enterprise to those 
elements in the value chain that have a direct impact on the delivery of 
your value proposition. In particular, you need to ask how you can better 
integrate your customers and suppliers into the core processes that define 
the work you do and deliver the value proposition. 

At Motorola, for instance, the supply management teams regularly 
meet with both suppliers and customers, thereby exercising control on 
both sides of the production process. Karen Chapman, a member of the 
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mechanical commodity team within the supply management organiza- 
tion, notes that team members set up the metrics, assess risks, and gather 
the information they need to compare various suppliers in order to de- 
termine which ones to do business with. 


We work with our suppliers and track what they are doing to decrease cycle time 
and focus on continuous improvement. We want to see what they are doing at their 
facilities to improve work with their subcontractors because how they work affects 
how we work. The quality of our suppliers' products, of course, affects the quality 
of our products, so if we can identify a problem they are having, we can develop a 
plan to help them correct it and keep it from happening again. 

Karen Chapman, member of the mechanical commodity subteam, Motorola SSTG 


Although it may initially seem like an intrusion into the organization’s 
privacy, such close and direct work with suppliers and customers often 
pays for itself in short order. Inviting customers and suppliers into your 
facility — or, on the other side, sending your people out to visit their 
sites — increases your chances of delivering the right value proposition to 
the right customer. At GE Salisbury and Motorola, for example, others 
in the value chain have the opportunity to spell out exactly what products 
and services they can provide or need for themselves. 

As we have seen in the case of Motorola’s supply management orga- 
nization discussed in chapter 5, certain suppliers work directly with com- 
pany representatives on teams and meet face to face with end users or 
intermediate customers, tackling production issues such as improving cy- 
cle time and devising more coherent plans to manage risk. Motorola 
representatives alert suppliers to points in the process where they might 
need to handle parts with particular sensitivity or schedule an inspection 
with Motorola before completion of a project. In addition, every month 
Motorola sends primary suppliers a summary documenting metrics dating 
back as far as one year. The company evaluates each supplier’s quality 
(in terms of defective parts per million) and rates each according to 
delivery criteria for the same 12-month period. After reaching mutual 
agreement with suppliers on goals for quality, price, and design, Motorola 
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teams establish those goals as part of the company’s Six Sigma continuous 
improvement process. 

Likewise, Ford’s Customer Service Division has fine-tuned its repair 
processes with teams responsible for parts design and availability and stan- 
dardized services so that customers now receive better service for lower 
prices. According to Ron Goldsberry, FCSD’s focus on being the world’s 
best customer service organization has helped the division reduce prices 
in some cases by as much as 50 percent. It accomplishes this goal by 
managing its value chain with eagle-eyed presence. If customers indicate 
through surveys, for instance, that they are willing to pay X dollars for a 
repair, but no more, and if FCSD determines that the competition is 
offering that repair in that price range, then the various process teams 
at FCSD will work with suppliers to find the right parts at the right price, 
as well as negotiate with technicians over labor costs and with dealerships 
over profit margins until the unit has arrived at a competitive price for 
the repair. As Goldsberry puts it, he spends a great part of his time in 
just this kind of activity, helping his people manage the overall value 
chain in order to provide the best service at the best price to Ford’s 
customers. 


I spend a significant amount of my time making sure that we are aligned with the 
totality of Ford Motor Company as well as with our dealers and our customers. 

Ron Goldsberry, vice president and general manager, 
Ford Customer Service Division 


No doubt, these five design principles, like the other principles dis- 
cussed in chapter 12, will meet with no small degree of resistance when 
change managers introduce them. Typically, 10 to 25 percent of the peo- 
ple at any organization will be ready for change, in fact eager to embrace 
it. But at least half the employees in the organization are likely to have 
mixed feelings about the redesign and resist committing to it wholeheart- 
edly until either some tangible results are available or a concerted, 
thoughtful effort is made to enlist their support. Perhaps another fourth 
of them will resist change, no matter how well the business case supports 
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the need for the change. At OSHA, for example, Joe Dear found that 
approximately one in four employees actively resisted the changes and 
remained fully skeptical even after the results started coming in. As Dear 
notes, OSHA workers asked why bother to generate a lot of enthusiasm 
for a change that most of them would not be around long enough to see 
implemented. Such a “wait-and-see” attitude is not uncommon among 
employees at both public and private organizations undergoing a major 
change. Although it does present some anomalies — the average assistant 
secretary in most government agencies, for instance, lasts only about 18 
months in that position — OSHA offers many lessons to change managers 
involved in the transformation of a public or private enterprise that needs 
to prepare for this resistance to change. 

Formulating a horizontal design, especially one that you can then 
“sell” to the employees in your organization, requires rigorous thinking 
about the assumptions you and other managers in your organization hold 
about business processes, performance, and people. The truly horizontal 
organization is not simply comprised of teams of employees within certain 
business functions, such as customer service or human resources, any 
more than it installs just another level of management as “process own- 
ers.” Having broken down the walls of many functions within an orga- 
nization, horizontal teams must work productively and cooperatively with 
people still working in any remaining functions. 

After determining that their company can profit from a horizontal 
structure, after all the planning and discussion, change managers need 
to make the case for an urgent shift to a newly transformed company 
and create a guiding coalition or steering committee of stakeholders who 
can help make that change. As we will see in the next chapter, this coa- 
lition can help introduce ways for empowering people through cross- 
functional training and multiskilling. Larry Burleson of Motorola SSTG’s 
supply management organization succinctly describes the ideal attitude 
of managers toward empowering employees when he says, “To be a good 
manager in a horizontal organization, you have to be a person who gets 
fulfillment out of watching other people succeed.” 
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1 2 PHASE THREE— IMSTITUTH 
THE APPROACH 

HOW WILL YOU MAINTAIN MOMENTUM? 


Football coaches can tell you how relatively easy it is to get their players 
to memorize the rule book and learn the plays, but how difficult it is to 
get them to execute the end sweep or the onside kick. Neither athletic 
agility nor behavioral changes happen by fiat. 

It is no less difficult for the visionary CEO or a change management 
team intent upon restructuring an organization horizontally. Such a thor- 
ough makeover requires months, often years, of cooperative effort, some 
trial and error (no matter how well you plan for the transformation), a 
commitment to learn from the trials and errors, and a concerted effort 
to enlist and obtain support from top managers, from frontline workers, 
and from most everybody in between. After the initial burst of energy 
following your call for a horizontal makeover, how can you maintain the 
momentum to carry the organization through the months and years of 
incremental change? 

In this chapter we look more specifically at some of the techniques 
you can use to persuade employees, managers, customers, suppliers, and 
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other stakeholders to support the new horizontal structure. But these 
should be distinguished from the seven additional principles discussed 
in this chapter, principles that exist on an on-going basis for the life of 
the organization, not just during the brief period (which some organi- 
zations measure in years) when the changes are being implemented. One 
way of thinking about this distinction is to note that change management 
principles help you get from here to there, from inefficient bureaucracy 
to streamlined horizontal structure, whereas the seven additional princi- 
ples address the behaviors, skills, and cultural issues that are necessary 
for a horizontal organization to succeed on an on-going basis. In partic- 
ular, those seven principles underlying the transformation to the hori- 
zontal are as follows: 

■ Empower people by giving them the tools, skills, motivation, and 
authority to make decisions essential to the team’s performance. 

■ Use information technology (IT) to help people reach perfor- 
mance objectives and deliver the value proposition to the customer. 

■ Emphasize multiple competencies and train people to handle 
issues and work productively in cross-functional areas within the 
new organization. 

■ Promote multiskilling, the ability to think creatively and respond 
flexibly to new challenges that arise in the work that teams do. 

■ Redesign functional departments or areas to work as “partners 
in process performance” with the core process groups. 

■ Measure for end-of-process performance objectives (which are 
driven by the value proposition), as well as customer satisfaction, 
employee satisfaction, and financial contribution. 

■ Build a corporate culture of openness, cooperation, and collab- 
oration, a culture that focuses on continuous performance improve- 
ment and values employee empowerment, responsibility, and well- 
being. 

These principles will help maintain, if not increase, the momentum 
you have initiated by organizing your organization around processes and 
teams. In contrast to the five principles discussed in chapter 11, each of 
which is concerned primarily with the design of the makeover, these seven 
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are oriented more toward the institutionalization of the skills and behaviors 
that are required for a successful horizontal organization. 

As we saw in chapter 11, the principles must work in tandem if the 
horizontal organization is to be successfully institutionalized. More than 
just “moving boxes” around the organizational chart, even more than 
doing the design in the first place, the institutionalization of the hori- 
zontal structure represents a challenge of developing the necessary val- 
ues, behaviors, and attitudes in all employees so that they can work in 
tandem and increase their performance. Note that these are not so much 
sequential “steps” as they are a set of guidelines to organizational think- 
ing, planning, and coaching. 

That said, however, it is essential to note that underpinning the first 
five principles which focus on design is the fundamental need to organize 
around core processes rather than tasks or functions. Directed by the 
requirements of your value proposition, you must decide first what your 
organization’s core processes are, redesign them, and restructure around 
them, before you can identify and build the appropriate teams, under- 
stand how best to integrate with customers and suppliers, decrease hier- 
archy, and install process owners. This chapter recognizes that mere “de- 
sign” is not enough. To make organizing around core processes work, 
you must develop the necessary supportive skills and behaviors. 

To get from “here to there” — that is, to manage the change itself — 
requires laying out to all stakeholders the vision, the urgency of the 
change, and its consequences. Resistance is sure to come from all corners, 
but you can stave off some of it — perhaps a great deal of it — by keeping 
people informed, inviting their comments, and listening to their sugges- 
tions. It is, after all, a cardinal principle of human nature that excluding 
people is one of the surest ways to build their distrust and resistance. 


The key to unlocking the potential of the horizontal organization is giving people a 
stake in the change and an opportunity to design it. Then achieve performance im- 
provements in the short term that demonstrate in concrete, measurable, and per- 
sonally satisfying ways that the changes these people are involved in are actually 
working for them. 

Joe Dear, former assistant secretary of labor for Occupational Safety and Health 
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Empower People 


Although it has become one of the cliches of choice in the late twentieth 
century, the term empowerment has significant consequences for the hor- 
izontal organization. But for those consequences to have meaning, the 
notion of empowerment cannot be inflated with puffy promises and feel- 
good fabrications. When managers trust employees to evaluate the supply 
chain or redesign the steps in a core process, for instance, they enable 
those team members to make valuable contributions to the product or 
service the company offers its customers. 

Empowerment lies at the heart of implementing and institutionalizing 
a horizontal makeover: It directs the kind and degree of training, multi- 
skilling, and performance measurement that the redesign team/change 
management team establishes. Without empowered employees, an orga- 
nization has litde hope of creadng a corporate culture of continuous 
performance improvement and collaboration, which is necessary to de- 
liver the value proposition successfully. After all, if employees do not have 
access to the tools and materials of production, including shared data 
and cridcal information affecting performance, they cannot make in- 
formed decisions and be held accountable for them. 

Throughout his writings, Karl Marx faulted capitalism for fostering a 
sense of alienation from the process of work and its products. If, as Marx 
argued, people are defined by the work they do, then stripping them of 
any meaningful connection to their labor deprives them of their human- 
ity, their sense of purpose and inclusion in the work they do. 1 Socialism, 
Marx’s alternative, has in most of its manifestations proven equally un- 
successful in ennobling workers and increasing the care with which they 
do their work. 

The traditional vertical hierarchy also failed, by and large, to engender 
the desired psychological, emotional, and creative connections between 
workers and the products they produced. Frederick Taylor and his fol- 
lowers could measure workers’ productivity but not guarantee that those 
workers would be any more committed to what they produced and 
actually believe, as the Ford Motor Company proclaims, that Quality is 
Job 1. It has long been the assumption among enlightened business man- 
agers that workers fully and seriously committed to their work will, either 
for material or psychological rewards, take pains to ensure their work is 


208 HOW TO BUILD A HORIZONTAL ORGANIZATION 



of the highest quality. But the deep sense of “ownership” continues to 
elude both managers and workers in most vertical organizations. By en- 
trusting employees to carry out many of the traditional duties of the man- 
ager, however, the horizontal organization offers an antidote to the dis- 
piriting and demoralizing sense of alienation that plagues many a 
modern organization. 

In vertical organizations, people often use information to control oth- 
ers and protect themselves or their turf, not to support the frontline 
employees and improve the company’s performance. Patients shunted 
from one department to another in the local hospital or from one service 
representative to another at a large department store experience the 
nerve-fraying dysfunction of the vertical organization at its worst. In hor- 
izontal organizations, by contrast, information flows freely wherever it is 
needed. Information is the indispensable fuel that drives the value prop- 
osition and empowers people to do their best work. 

Some kinds of information, such as the just-in-time (JIT) approach to 
inventory control from which it takes its name, can arrive “just in time.” 
That is, team members do not need to concern themselves with inventory 
control until the moment they have to make decisions about setting pri- 
orities in production, substituting parts, responding to sudden changes 
in the market, and the like. Similarly, job training itself can take place 
just in time for employees to meet newly set performance objectives, es- 
pecially when the organization has set “stretch” targets. 2 

This is what happened at OSHA, for example, when area offices iden- 
tified short-term objectives critical to improved performance. Teams with- 
in each geographical area developed action plans for “moving the ball” 
and meeting their challenges within a specified eight-week period. One 
office, for instance, set a stretch target for a 50 percent reduction in 
response time to workers’ complaints about unsafe conditions in the 
workplace. The team developed an eight-week action plan, received “just- 
in-time” training in process improvement and problem solving, and 
achieved its goals. 

Key to this success, the OSHA workers had to have a context — a real- 
life situation — for mastering the skills they needed. When they recog- 
nized the immediate need, they knew that there was a significant pur- 
pose to their work. Placing the training in the context of meeting a 
performance goal that both the organization and the workers them- 
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selves consider important is an ideal way to achieve measurable results 
from the training. OSHA workers themselves could observe the cause- 
and-effect linkage between performing and obtaining the necessary 
skills at precisely the right moment. When OSHA workers, not to men- 
tion the public at large, saw this linkage, they recognized the immedi- 
ate benefits of training as a key enabler of better performance. Accord- 
ingly, OSHA personnel found that their work had benefits in the 
“real” world, not just on someone’s work completion chart. These 
workers, newly empowered, were actually protecting their fellow work- 
ers from serious injuries, even death. 


Last Christmas we had customers clamoring for a new Xerox machine. When our 
supplier pointed out that one of its gears would freeze if not properly lubricated, a 
group of three Xerox engineers hopped on a plane for the West Coast and worked 
in a warehouse late on Christmas Eve, unpacking all the machines, lubricating the 
gear, and then repacking them for immediate shipment. Our engineers simply real- 
ized that there was a problem and they set out to fix it. Without asking anybody’s 
permission, they took ownership of the situation, hired some people to help them 
with the unpacking and loading, and got the problem fixed. 

Jim Lesko, president of Xerox Supplies Group 


Contrary to one popular misconception, the horizontal organization 
does not transform people into “generalists” who are unable to deal with 
technical issues that arise during the process. As Larry Burleson, vice 
president of Motorola’s SSTG, notes, “In forming teams, you do not want 
your people to sacrifice their expertise in their specific areas. It’s impor- 
tant that they’re perceived as the experts.” To accomplish this goal, the 
organization needs to engage in continuous training of its employees, 
not only because technology keeps changing, but also because people do. 
Actual instruction on the intranet, for example, takes place every day at 
Ford’s Customer Service Division, where service technicians in faraway 
locations can receive the most up-to-date training in vehicle repair and 
service. 

The horizontal organization has to allow its employees to have mean- 
ingful input into the agenda of the core process group itself. At Motorola, 
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this input begins to be realized as early as the interviewing process for 
new employees. Purchasing agents and supplier managers from the 
teams, for instance, participate fully in those job interviews. Up until a 
few years ago, managers at Motorola conducted all the work in schedul- 
ing, hiring, firing, buying, and problem solving. Now, however, team 
members themselves take part in those activities, assessing the needs of 
the team to meet customer demands, and ultimately increasing the em- 
ployees’ sense of empowerment and satisfaction. 

Successfully empowering people also depends on motivating them to 
take the initiative at any point in the work process, to solve problems 
wherever they occur, in order to keep performance on track. To achieve 
this goal, employees cannot function in the dark: Depending on the par- 
ticular process, they must have direct, immediate access to information 
concerning things like materials availability, production status and break- 
downs, customers’ special requirements, and suppliers’ costs (to name a 
few). For this reason alone, information technology has been a boon to 
horizontal organizations, both large and small. At GE Salisbury, for in- 
stance, team members have direct contact with suppliers and can make 
decisions on the spot about which parts to order and at what price. In- 
creases in authority, properly supported, can have a direct bearing on 
rewards, both monetary and psychological, as employees at many hori- 
zontal organizations such as GE Salisbury can verify. 


Use Information Technology to Support 
Process-Based Performance 

“Nothing has changed the way we work,” says Richard Sparks, manager 
of Motorola’s production purchasing, “more than e-mail. That is the sin- 
gle biggest information technology tool Motorola has installed in the past 
10 years.” 

While there may be pieces of information technology that are more 
sophisticated and costiy, certainly there is nothing to compare with e-mail 
in the distribution of information to large numbers of people both inside 
and outside the organization. As Sparks explains, a Motorola purchasing 
agent and a supply management engineer can gather information from 
a supplier on the cost, lead time, and performance specifications for a 
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certain product, then distribute that information to 50 people instanta- 
neously so that they can evaluate the product and plan for contingencies. 

At Ford’s Customer Service Division (FCSD), problems with sharing 
information ran deep. Ninety percent of all warranty repairs are covered 
by approximately 600 defined operations. But at one time FCSD pub- 
lished a manual that detailed nearly 3,250 possible options for repair 
technicians and salespeople. The excessive duplication and complexity 
helped to create unnecessary costs and confusion for FCSD personnel, 
not to mention a lot of irritation and extra expense for Ford customers. 

In part as a result of the dramatic increase in the number of errors 
in warranty claims, FCSD saw the need for improved ways to make the 
best use of information technology. Since there was no global transmis- 
sion protocol, data from one operation could not be re-used efficiently 
by repair personnel in other locations. Additional inefficiencies delayed 
publication of the FCSD operations manual, which each local market had 
to see through a translation from the original English into a language 
technicians elsewhere could understand. 

As part of its transformation process to a horizontal organization, 
FCSD created a common technology base that could support simultane- 
ous vehicle launches accurately and swiftly. The process included com- 
mon formats, automatic “translation” into local languages, and faster 
cycle times. FCSD also installed information technology to allow its per- 
sonnel to complete competency testing and to receive online instruction 
either at other dealerships or through satellite transmission when face- 
to-face instruction is either impossible or impractical. In short, FCSD’s 
transformation to a horizontal organization could never have been 
achieved without the foresight of managers who provided a robust and 
accessible information technology network on a global scale. 3 

Moving the change effort to center stage in the mind of each stake- 
holder is hardly conceivable without information technology, but it is 
essential to remember that IT is merely a tool, not the end in itself. As 
always for the design of the IT system, including the technology enablers 
chosen and the information provided, the proper end is the impact that 
technology will have on the organization’s ability to deliver the value 
proposition. The new FCSD common technology was important not be- 
cause the technology was “nifty,” but because it helped reduce errors 
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and cycle times, both critical parts of FCSD’s value proposition. At Ford’s 
service centers in Germany, for instance, customer satisfaction with re- 
pairs and cycle times went from a dismal last place to the number one 
ranking in that market, largely because of the best-practices operations 
processes that make widespread use of information technology. 

Change managers or the steering committee in charge of the change 
management effort will need to weigh carefully both the kinds of infor- 
mation to be shared and the degree to which that information should be 
accessible. The impact on improving the company’s ability to deliver on 
its value proposition should act as the “acid test.” Through training and 
other means of helping employees develop the required skills and be- 
haviors, managers can help employees accept wholeheartedly the new 
responsibilities that the horizontal organization will require of them. 
While not every piece of information need be shared with every team 
member, it is essential to provide the right information to the right people 
in the time frame needed to improve performance. 

The organizations profiled in chapters 2 and 5-8 show that informa- 
tion technology is a central feature of the successful horizontal organi- 
zation in at least four main areas: 

1. IT makes information available on a “real-time” basis to mon- 
itor performance. GE Salisbury teams, for instance, use an elec- 
tronic monitor, visible to all on the shop floor, to track their pro- 
gress in meeting production requirements. On a daily, weekly, and 
monthly basis, the supply management organization of Motorola’s 
SSTG utilizes leading-edge technology to supply information on de- 
fect rates, cycle times, and order fulfillment, all in the name of 
delivering a winning value proposition. Such examples demonstrate 
the varied uses that organizations are making of improved IT. 

2. IT supplies the tools needed to solve problems critical to the 
value proposition. FCSD, for example, uses IT to identify problems 
and track the progress in solving them. According to Salvador Psai- 
la, manager for Ford’s Worldwide Technical Support Operations, 
FCSD has reduced the number of calls from its technical assistance 
centers by as much as 15 percent. With the new horizontally em- 
powered teams, technicians can more easily locate the information 
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they need. At the same time, the cost of developing information 
for its global processes has declined by 5 percent, according to 
Psaila. 

3. IT makes best-practice knowledge readily accessible. As we saw 
in chapter 8, Xerox’s FIRST system provides information instanta- 
neously at any time to salespeople in the field, thus enabling them 
to answer customers’ questions and provide up-to-the-second infor- 
mation about new products and services. 

4. IT enables team members to collaborate effectively, crossing 
traditional departmental or functional boundaries that in the past 
would have hindered their communication. Xerox uses “COLAB” 
software to power some of its IT systems, allowing users to send 
data to each other and place complex material on large, high- 
resolution computer screens. Participants can scribble, draw, or 
make notations that are visible to others on the system. 4 

These are a few of the ways that information technology gives people 
the power to do work that a few decades ago was unheard of. As e-mail 
has changed the way we communicate both personally and professionally, 
so larger, more complex IT systems are changing the way we do business. 


Emphasize Multiple Competencies 

As Hall, Rosenthal, and Wade point out in a 1993 Harvard Business Review 
article, many reengineering efforts fail because managers define too nar- 
rowly the processes to be redesigned. Limiting a process to its functional 
area — for example, accounting or human resources — is not the way to 
address the organization’s primary problems, especially those that extend 
across functions. According to the authors of the study, the redesigned 
process “has little discernible impact on overall performance. Still more 
distressing, many managers . . . analyze improvements relative to the pro- 
cess being redesigned rather than the business unit as a whole.” 5 

One implication of this argument is that many managers find it tempt- 
ing to restrict process redesign to functional areas. Perhaps they are so 
tempted because the functional structure continues to dominate both 


214 HOW TO BUILD A HORIZONTAL ORGANIZATION 



their thinking and that of frontline employees. It is much harder to imag- 
ine how accountants or human resource specialists, for instance, can 
learn about each other’s work to the extent that they develop at least an 
appreciation for what others do in their jobs. Developing that degree of 
cross-functionality in the horizontal organization demands a concerted 
effort from both top managers and workers. Ideally that effort should 
produce a group of committed team members who know and respect 
each other’s work so well that with some agility they can move from one 
position to another, whenever the need arises. 

In some cases, of course, developing true expertise and competency 
in a job really does require specialization: The challenge of maintaining 
and nurturing the competencies required for Xerox to attain a leading 
edge was an argument for keeping Xerox researchers specialized in areas 
of great technological complexity. In other cases, however, people can 
learn to master different kinds of work. Where the expertise challenges 
are especially daunting, this may not be possible. Other areas that are 
not so challenging can probably be readily mastered by others as part of 
muldple skills they possess. On teams such as those at OSHA or GE Sal- 
isbury, the expertise requirements are not so daunting that team mem- 
bers cannot master most of them themselves. But not all team members 
can be engineers like the specialists at Motorola SSTG. Hence, teams 
need to be open to new members (or visitors) , often on an ad hoc basis. 
Engineers can absorb a lot of what procurement people do on the teams 
without compromising their own knowledge of engineering; thus, they 
can help the team develop solutions with suppliers or customers. 

To encourage people to become committed workers ready to accept 
broader responsibilities, you have to give them the training they need to 
perform in or to manage horizontal processes. At GE Salisbury, employ- 
ees are rewarded for improving their skills, either by taking classes at a 
local community college or by receiving on-the-job training at the plant. 
Members of Motorola SSTG commodity teams have access to online 
courses in both managerial and technical areas. Using CD-ROM tech- 
nology, for instance, employees can brush up their skills with software 
such as Pro Engineer, Application Specific Integrated Circuits (ASIC), 
and Design for Manufacturing. According to Sandra Hopkins, manager 
of systems and software team and streamline purchasing, the purpose is 
to satisfy the company’s need to give its people “a hands-on knowledge 
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of managing intellectual property.” In the age of sophisticated technol- 
ogy and communications, which allows Motorola to partner with its cus- 
tomers and suppliers, the company recognizes that it must train its own 
people to conduct such correspondence across secure lines. 

It is easy to see this agility in action at a facility such as GE Salisbury, 
where workers team up to manufacture lighting panel boards. Although 
there are thousands of variations for a single board, people at GE Salis- 
bury have learned each other’s work so thoroughly that they are able to 
switch from team to team when production needs arise. As we saw in 
chapter 6, some 90 percent of GE Salisbury employees in the build-to- 
order process know how to operate approximately 90 percent of the tasks 
on the production floor. This is known as the “90 by 90” rule, and going 
beyond this degree of shared expertise would be impractical. 

Team 4 at GE Salisbury works both inside and outside the actual man- 
ufacturing cycle. Their jobs require experience in negotiating and excel- 
lent communication skills so that they can talk directly with customers 
and suppliers, keep track of materials flow, and handle inventory prob- 
lems. Accordingly, GE Salisbury provides the resources for these employ- 
ees to receive training and certification so that they can take control of 
a higher order of activities such as purchasing, scheduling, and customer 
service. 

As noted by the former plant manager about Team 4, “If there are 
10 individuals, one acts as a master scheduler for the entire plant; three 
others are purchasers; four take on customer service responsibilities; one 
works in logistics; and another handles steel suppliers. Virtually all those 
people have conducted each other’s jobs at one point because they have 
been thoroughly cross-trained.” Not only does trading off responsibilities 
keep team members more actively engaged in their work, but it also en- 
sures that the build-to-order process continues to function smoothly 
whenever team members are away from their jobs. 

In the case of GE Salisbury’s build-to-order process, the primary per- 
formance challenge is cross-functional (Team 4 offers a clear example), 
yet at the same time the direct production part of the process itself re- 
quires a high degree of technical proficiency not just in one area but in 
several. GE Salisbury’s 90/90 rule says that 90 percent of frontline work- 
ers know how to perform 90 percent of the tasks. As Opal Parnell, au- 
tomatic equipment (robotics) operator, puts it, “If I get caught up with 
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my own work, I know of other jobs in the plant that need to be done, 
and I just go do them." Harold Driver agrees: “I can fill in for the robots 
or fill in at one of the other lines, even helping out on maintenance if 
necessary. That is, I can work either with or on the equipment, and I like 
that part of my job.” 

The degree of job rotation evident at GE Salisbury, however, will not 
necessarily be matched by every company adapting a horizontal structure. 
Nor does it spell the end of technical expertise. Even at GE Salisbury, 
teams have to meet requirements for technical competency in building 
the lighting panel boards. Beyond that, they must develop the personal 
skills they need to function well as team members working with customers 
and suppliers to build products to exact specifications. 

Instilling this degree of cross-functional competency demands a con- 
certed effort from everyone in the organization. Not only does the train- 
ing permit job rotation, but job rotation itself helps broaden the workers’ 
appreciation of the work’s complexity. New hires at GE Salisbury attend 
day or night classes, depending on which shift they work, two or three 
times a week and enroll in as many as three classes each semester. In 
addition, all GE Salisbury associates receive Six Sigma training. Employees 
attend classes provided by the company to improve communication skills 
and team skills, learn how to work better with customers, sharpen their 
knowledge of business economics, and master new technical skills and 
problem-solving techniques. 

Similarly, to review training offerings and sign up for on-the-job train- 
ing, Motorola employees consult an online compendium equivalent in 
size to the telephone book for a medium-sized metropolis. At Ford’s Cus- 
tomer Service Division, employees working on the Technical Support 
Core Process Group have unlimited access — either through multimedia, 
satellite, or intranet — to training that is fully funded by the company. Ac- 
cording to Salvador Psaila, manager for FCSD’s global technical support 
operations, employees simply secure their supervisors’ approval for any 
training program they want to take. “To my knowledge,” says Psaila, 
“there are no refusals.” 

Some companies devote a great deal of attention to one-on-one coach- 
ing techniques or apprenticeships. Others are relying more and more on 
computer-based, interactive training through an intranet system. At Xer- 
ox, for instance, the Field Information Research Systems Team (FIRST) 
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shares its expertise and technical notes about products with field repre- 
sentatives equipped with laptop computers. Installed in October, 1995, 
the intranet site registers as many as 70,000 hits a month from Xerox 
salespeople and customers seeking solutions to document reproduction 
problems. 

The principle that people should be trained in multiple competencies 
is integral to the success of the horizontal organization in three primary 
ways: First, it ensures that the company is able to keep its core processes 
functioning smoothly and efficiently even in emergencies or in instances 
when essential employees are away from their jobs. Second, it promotes 
the idea of right-skilling, the need to find people with highly developed 
skills to perform the tasks at hand, thus optimally matching the experts 
with new positions or job descriptions as they arise. Third, the principle 
underscores the importance of giving people a deeper sense of their con- 
tributions to the core process in which they are working, as well as their 
significance to the organization itself. In short, a sense of self worth adds 
dollars to a company’s coffers. 


We add new technical talent to our managerial ranks by finding someone in our 
engineering department or one of the functional areas who already has the expertise 
and the discipline. We usually do not hire our managers directly from among those 
newly recruited from colleges and universities. 

Kris Krishnaswamy, engineering and quality manager 
for operations and supply chain management at Motorola SSTG 


Promote Multiskilling 

Once change managers have begun the makeover to a horizontal design, 
they realize that the flow of activities necessary for delivering the value 
proposition requires various combinations of multidisciplinary skills. 
These are much different from those dictated by normal functional ar- 
rangements, where an employee skilled in financial planning or human 
resources, for instance, typically does not show deep concern for inte- 
grating the work of a core process. Put one of these people on a team 
committed to integrating the work of the core process group, and the 
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range of activities that the employee must master grows by quantum 
leaps. 

Readiness to find and assign the right people for each job arises nat- 
urally out of continually training people to learn new approaches to work, 
accept more responsibilities, and manage themselves in the delivery of 
the value proposition. This means thinking creatively to find new ways to 
do things since the job is to deliver the value proposition rather than 
fulfill a predetermined job description. Some organizations carry this 
principle one step further to emphasize employees’ developing multiple 
skills to complete tasks, particularly on a just-in-time (JIT) basis in order 
to meet performance challenges. In the horizontal organization, unlike 
the vertical, multiple competencies should be the rule, not the excep- 
tion . 6 

There is the obvious analogy to JIT inventory control, whereby a com- 
pany contracts with suppliers to have parts delivered precisely where and 
when they are needed, for instance, in the manufacturing of an auto- 
mobile or the building of a condominium. The goal of JIT skills training 
is to generate measurable improvements and performance in a short 
time, perhaps a few weeks. Managers begin by identifying the perfor- 
mance goals they need to reach. Either they or the process owners discuss 
the targets with team members, refining the goals as necessary and per- 
suading employees that only a team effort can achieve so high a mark. 
Next, managers introduce training, in the form either of specialists who 
work with the teams to help them develop new skills or of technology 
that can help workers meet the goals. Just as information technology 
helps both supplier and customer keep tabs on the availability and ship- 
ment of parts needed in a JIT manufacturing process, so it can help 
promote the acquisition of needed skills when the team requires them. 
Challenged to meet performance standards, team members find JIT train- 
ing an important asset in their work. Although not all skills, competen- 
cies, and understanding can be developed in a just-in-time manner — 
indeed, some tasks require a deep knowledge of products and custom- 
ers — the competencies to perform these tasks may best be improved by 
classroom training, online training, or on-the-job coaching. 

All horizontal organizations, as well as most vertical companies, set 
performance objectives and goals to help drive their improvement and 
present challenges to all employees. The difference between the two types 
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of organizations, however, lies in the intention behind establishing those 
goals: Whereas vertically structured companies tend to focus on task spe- 
cialization in the service of "functional excellence,” horizontal organi- 
zations emphasize the delivery of products and services with added value 
in order to win customers. In the horizontal organization, information 
technology both directs the design of core processes by systematically 
capturing and analyzing customer data, and supports the use of that data 
in monitoring customer value and meeting performance objectives. As 
important as it is, however, information technology by itself can never 
take the place of employees committed to cooperating with each other 
across functional boundaries in order to deliver the best products to solve 
any problems their customers have. 

At GE Salisbury, for instance, the emphasis falls not on the production 
of a fixed number of lighting panel boards, but on the timely delivery of 
the boards constructed precisely to the customer’s specifications. As a 
direct result of revamping its build-to-order process, GE Salisbury has 
realized numerous savings, including a sixfold improvement in inventory 
turns and a 50 percent savings in variable costs. Equally impressive is the 
plant’s output, which has doubled since the initial transformation that 
began in the mid 1980s. 

It is essential, therefore, to let value for customers drive behavior, 
performance, and design in the horizontal organization. And in order to 
achieve that performance, you must integrate customer value into the 
daily activities and behavior of employees at all levels. 

Xerox, for example, has instituted a sophisticated 360° review process 
for all managers, by which one receives evaluation data from peers, sub- 
ordinates, and supervisors. The company focuses on eight “cultural di- 
mensions,” including one’s proclivity to work with teams, an orientation 
toward decisive action, positive attitudes about empowering people, and 
the ability to engage in open and honest communications. The premise 
underlying this evaluation is that employees create the cultural values that 
affect the working environment, the common good of team members, 
and the “Xerox way” of working — all of which eventually determines the 
value that customers experience in the products and services they receive. 

While pride in the team effort can help carry many projects to com- 
pletion and increase value for customers, that by itself is usually insuffi- 
cient to maintain the level of performance a company needs. Rewarding 
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individual skills, or the acquisition of those skills, as well as contributions 
to a team effort, will require that managers recognize the direct relation- 
ship between performance and reward systems. At the General Electric 
plant in Bayamon, Puerto Rico, for example, employees are rewarded for 
the number of different jobs they master, the communication skills and 
business understanding they develop, and the contributions they make 
to the team effort. 7 In a truly horizontal organization, where teams reach 
across functional boundaries rather than merely within a stovepipe de- 
partment, recognition for multiple competencies and contributions to 
the team is a major factor in institutionalizing the changes that the hor- 
izontal organization brings. The difficult part is ensuring that rewards are 
fairly distributed, that the review process is open, and that employees 
learn from it rather than view it as a burden. 

Partners in Process Performance 

Anyone who has worked in a traditional hierarchical system (that is, just 
about all of us) knows what happens to information when it moves up or 
down the ladder. As Tom Stewart observes, because hierarchical systems 
need to keep themselves orderly and functional, managers at any level 
can put their special spins on any piece of data that moves. “Information 
is edited, delayed, politicized, and sometimes destroyed.” 8 Logic suggests 
that such attitudes toward the sharing of information render an organi- 
zation disorderly and dysfunctional rather than the other way around. 

In the horizontal organization, such attitudes about sharing informa- 
tion are anathema. Consider, for example, the case of Ford’s Customer 
Service Division (FCSD). In its FCS2000 initiative, nearly 12,000 employees 
worldwide combine forces to serve over 15,000 Ford dealers on five conti- 
nents. As we have seen in chapter 2, the new FCSD comprises four main 
core process groups, which interact on a global scale to provide best-in- 
class customer service. The new FCSD, depicted in Fig. 2.1, actually is a 
“hybrid” business unit within the Ford organization, and, as such, com- 
bines elements from both the horizontal and the vertical organizations. 

Unlike their counterparts in a strictly vertical organization, the vertical 
areas under Ron Goldsberry work hand in hand with the core process 
groups to deliver best-in-class service. A customer service representative 
analyzes a Ford dealer’s service program in one European city, for ex- 
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ample, then goes online to study a similar dealership, say, in Sao Paulo, 
Brazil, which has experienced and solved a similar problem. Rather than 
attempting to reinvent the wheel, the representative uses the Brazilian 
dealer’s solution to help craft a business plan for the European dealer. 
Many people support that effort: the human resource personnel who 
have hired, trained, and directed the European representative; the infor- 
mation technology systems personnel who have installed the IT system 
that enables the customer service representative to discover that the Sao 
Paulo dealer has had a problem similar to the European dealer’s; and 
the financial planners who have evaluated the resources necessary for 
building such a system in the first place. 

Salvador Psaila provides a more complex example in the need to pro- 
vide dealers with technical assistance whenever they call in for it. Past 
experience with such calls has suggested perhaps seven or eight measures 
to address just about any technical assistance problem that arises. 
Equipped with an action plan for each measure, FCSD operators seek to 
identify the dealer’s problem — for example, insufficient training to install 
a new type of brake system — and to provide a solution that will work in 
the interim. Each month, the data is collected and tabulated, analyzed as 
to root causes, and sent to strategists, designers, and the like who find 
some innovation that solves the general problem. “People spend more 
of their time,” says Psaila, “working on a solution than on pointing fin- 
gers at those who may have caused the problem.” 

Measure for “End-of-Process" Performance Objectives 

With only a handful of exceptions in the first 25-odd years of its existence 
(that is, 1970-1994), OSHA never developed a practice of using empirical 
data to define health and safety problems and to formulate intervention 
strategies to combat them. Until Dear and his associates began a thor- 
ough redesign of the organization, OSHA never set clear, results-oriented 
performance targets — for instance, to reduce the number of fatal falls in 
the construction industry by a given percentage. As the redesign began 
taking shape in 1994, Dear accurately predicted that there would have to 
be a “complete change in the mindset of OSHA officials as they conduct 
their day-to-day operations and the means by which they measure 
success.” 
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Similar changes have taken place at Motorola SSTG. According to 
Sandra Hopkins, the organization has certainly driven down costs that, 
prior to its horizontal redesign, it had to add to the price it charged for 
its products. The overhead rate Motorola SSTG charges customers now 
stands at an all-time low. Moreover, it has consolidated the work of some 
16 departments or vertical functions into its cross-functional supply man- 
agement teams, thereby reducing the administrative costs of supply man- 
agement by over 60 percent. 

Quality, according to Larry Burleson, has also improved dramatically: 
In 1989, the rejection rate for suppliers’ products hovered between 15 
and 20 percent; today, it is less than 1 percent. Motorola’s production 
varies between 5.8 and 6 sigma per month in terms of defective parts, up 
from 4 sigma just a few years ago. And its on-time delivery rate has im- 
proved from as low as 60 percent in 1989 to nearly 92 percent today. As 
Burleson sees it, this improvement is directly attributable to Motorola 
SSTG’s implementation of a horizontal supply management organization. 

While such tangible results make managers, customers, and share- 
holders happy, it is important that employees also take heart in them and 
experience a commensurate rise in the satisfaction they derive from their 
work. This is where the horizontal approach offers a marked advantage 
over its vertical counterpart. FCSD employee satisfaction rose by 20 per- 
cent in the first year after the horizontal restructuring took place. Other 
studies have shown similar results to corroborate the conclusion that 
when employees have a direct and tangible influence on the products or 
services they produce, they demonstrate greater commitment to and care 
for the work they do and the customers they serve. 

As a group, the managers of Motorola’s supply management organi- 
zation teams report that the horizontal organization has encouraged 
them to grow in personal and professional ways: They have enhanced 
their managerial skills, increased their ability to solve problems, and tak- 
en more interest in facilitating the work people do. 

Motorola’s supply management organization uses both quarterly and 
yearly measures to provide its managers and team members feedback 
about their performance. Peer evaluations as well as reports from process 
owners or managers figure prominently in measuring how successfully 
employees are engaged in the work of their teams. Self-monitoring pro- 
vides another valuable source of information about employees’ responses 
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to the team approach. But Burleson identifies an important area of im- 
provement when he points to the decline in the number and kinds of 
questions he receives from employees. When teams are formed, people 
initially feel some insecurity with their newfound responsibilities; accord- 
ingly, they ask the manager or team leader to give them the answers to 
their questions and find solutions to problems, rather than working 
through these solutions themselves. As they develop their confidence, 
their tendency to seek immediate gratification from authority figures di- 
minishes. Instead, they search their own experience and expertise for 
solutions to problems the team encounters. 

Cooperation, Collaboration, 
and Continuous Improvement 

A story told earlier bears repeating here. Mike Ockenden, managing di- 
rector of Barclays Bank Home Finance Division, tells how one Friday 
afternoon at 3:30, the computer system crashes. Customers are waiting in 
line to hear the fate of their mortgage applications, in hopes that they 
can begin moving into their new homes over the weekend. Work in the 
office screeches to a halt. People on both sides of the customer service 
desk enter crisis mode. 

Under these circumstances at your typical vertical organization, func- 
tional departments would close their books, send employees home for 
the weekend, and leave customers disappointed and frustrated. Maybe 
those unlucky people would have their applications approved on Monday 
(maybe not) , no matter that most of them now will have to make other 
living arrangements for the next 48 hours. Not so at Barclays HFD, how- 
ever. At this point in the story, the tone shifts because this crash on this 
Friday afternoon happens at Barclays HFD, a horizontal organization, 
where the corporate culture is collaborative, cooperative, and focused on 
continuous performance improvement. 

Ockenden recounts that everybody in the office pulls together to find 
a solution to this problem within minutes of its occurrence. The call goes 
out, “This is how we’re going to fix the problem and make sure our 
customers all move into their new homes this weekend,” he says. Ock- 
enden himself walks slowly and deliberately to the IT office, confronts 
the person in charge of the network system, and says, “John, I want to 
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thank you for pointing out the biggest single weakness in our network 
systems, which can damage our relationship with our customers. Now that 
we know what it is, we can fix it so it won’t happen again.” 

The point of his remark, Ockenden says, is that at Barclays HFD a 
mistake is not necessarily a bad thing. It is bad only if it is not acted on 
as an opportunity for learning and improving, an invitation to fix a prob- 
lem and keep it from happening again. Although implicit, the cultural 
values are clear in Ockenden’s words and actions: Learn from mistakes; 
fix a problem once, but do not fix the blame; and try not to disappoint 
customers whose expectations you have raised. Such experiences are al- 
ways opportunities for learning and improving. 

In the organizational chart for the typical vertical company, a line of 
authority connects each silo to a higher authority, but rarely to each 
other. Inside one of those silos the only line of sight is up or down. 
Because such models of organizational life do affect the way we work, it 
is not surprising that the traditional corporate cultures have emphasized 
the values of proprietary information and restricted access to technology, 
as well as an increased narrowness of orientation. From protecting one’s 
turf to hoarding information essential to smooth operations, it is a matter 
of control. Further circumscribing people and their work, each depart- 
ment establishes its own internal objectives or quotas, often without re- 
gard for what other divisions are doing. In such organizations, openness 
and cooperation are scarce commodities. 

The alternative proposed by a horizontal organization such as Barclays 
HFD is a collaborative culture promoting continuous improvement in 
delivery of the value proposition. Both within and between core process 
groups, the goal is to allow information to pass unimpeded so that team 
members stay attuned to the needs of the process itself as well as to those 
of suppliers and customers. Instead of rendering information static and 
proprietary, the horizontal organization proposes that information be 
“actionable”; that is, employees throughout the organization can access 
it and act upon it at a moment’s notice. The organizational design itself 
becomes actionable as well in that it directs the work that people do in 
their business unit, core process, operating unit, or their entire organi- 
zation. 

One of the best examples of this open, cooperative culture occurs at 
the GE Salisbury plant in North Carolina. Team members in the build-to- 
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order process share information about the progress of their work at their 
daily 7:00 a.m. meeting, where they plan for that day’s production and try 
to anticipate upcoming supply problems. The members of Team 4, it will 
be recalled, serve as problem-solvers — bringing in other employees, for ex- 
ample, to work on a production team when emergencies arise, choosing 
another supplier if parts are unavailable, collaborating with customers to 
find solutions to a production problem whenever it occurs. Equipped with 
the right information technology, a customer can send specific require- 
ments for lighting panel boards directly to the GE Salisbury team, which 
can process the order, build and ship the product, and bill the customer in 
one smooth operation. 

This efficiency would be impossible, were it not for the cooperative 
atmosphere that exists at GE Salisbury. As Ryerson noted, “Our produc- 
tion teams have formal communication every eight hours to integrate 
their work schedules and keep production on track.” 

How do you incorporate such openness and cooperation into your 
organization’s culture? The creation of cultural values is an extremely 
slow process, often taking years, but its pace of acceptance can be has- 
tened when top leaders adopt the values in tangible, personal ways and 
show by their actions that they have done so. Ron Goldsberry, FCSD 
general manager, sums it up this way: “You have to be a teacher. From 
a cultural standpoint, all this horizontal organization around processes is 
new to most people. I have to make certain that we do not lose sight of 
our priorities, particularly our focus on customer service. I try to teach 
people a new point of view, a new focus on processes and shared respon- 
sibilities.” That is no easy task, given that FCSD today is a global business 
unit within a large organization, with operations in various countries, 
each of which has a set of cultural values unlike any found elsewhere. 

You can also hasten the adoption of values relevant to the horizontal 
organization by removing resistance, either by persuasion or through di- 
rectly trying to remedy some of the “skill” or “will” gaps that may un- 
derlie resistance to the new values, or, if necessary and only as a last 
resort, through dismissal. The message has to go out that the train is 
departing the station and all riders have to be on board. Every organi- 
zation has its resistors, people who oppose any change and even sabotage 
the effort to make improvements. The less vehement can be persuaded 
by incentives to change the way they do their jobs, but the most strenuous 
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and persistent objectors will have to be replaced or given the chance to 
leave on their own accord. When most organizations begin the transfor- 
mation process to a horizontal approach, employees are given the option 
of adapting to the new core processes and accepting increased respon- 
sibilities or either finding another position within the organization or 
leaving it altogether. 

The key point to remember in building an open and responsive cul- 
ture is that success depends on integrating all the design principles si- 
multaneously rather than piecemeal. It makes no sense to ask frontline 
people to take on extra responsibilities if the company does not or cannot 
provide the adequate technology, resources, and incentives to facilitate 
and reward their work. 

The open, collaborative corporate culture required for a successful 
horizontal makeover and continuous performance improvement is 
geared to help people attain their highest potential as creative and pro- 
ductive employees focused on delivering the value proposition. It is a 
culture conducive to promoting a greater sense of satisfaction with the 
work they do to bring that proposition to fullness and to make sure that 
customers are delighted with it. As Jim Lesko, president of the Xerox 
Supplies Group, puts it, “Every year we measure employee satisfaction by 
asking people how they rate themselves as members of the entire orga- 
nization, as members of a group or team, and as individuals. Employee 
satisfaction is not just a survey we take, however; it is part of our bonus 
scheme and part of our core objective.” 

Continuous performance improvement is an additional feature that 
distinguishes the horizontal organization from many versions of reen- 
gineering which limit themselves to a “one-shot” change, a quick fix. 
Too many of these efforts leave organizations gasping for breath and 
employees struggling to explain the violent turns in their livelihoods. 
Unlike reengineering, a transformation to the horizontal organization 
is intended to give workers autonomy, task significance, identity, and 
skill improvement, all of which contribute to their sense of well being 
and job satisfaction. Accordingly, they pledge a higher degree of com- 
mitment to their work. And when that happens, job performance rises 
dramatically. The benefits, therefore, are spread among three recipi- 
ents: The workers themselves who report they are happier in their jobs; 
the customers who report they are more satisfied with the organiza- 
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tion’s products and services; and the company itself, which sees its 
revenues and reputation improve. 

Phase III of building your own horizontal organization, in sum, fo- 
cuses on the implementation of those principles that help institutionalize 
the skills and behaviors required for a horizontal organization to be suc- 
cessful. The change management team has to make it clear to all stake- 
holders that their involvement and participation are essential to success. 
In addition, the team needs to engage people actively in the change 
effort. Team members may secure representation on the steering com- 
mittee, design, change management, or roll-out teams, or leverage their 
participation in performance-based problem-solving efforts that help in- 
stitutionalize the new skills of the organization as well as improve perfor- 
mance. Their involvement in the actual effort improves performance, as 
illustrated by the OSHA example. The success of the venture depends on 
maintaining or increasing performance levels, cooperating and collabo- 
rating with others, and ensuring employees’ sense of satisfaction with the 
work they do. You can purchase the best IT system in the world, talk 
endlessly about strategy and vision, and redesign the structure of the 
organization, but if you do not develop the skills and behaviors, the cor- 
porate culture that values openness and collaboration, your chances for 
success will be greatly diminished. 

As outlined in this and the preceding chapters, the 12 principles must 
be applied in an integrated fashion in the change management process. 
They cannot be implemented in isolation, in hopes that a little effort 
expended here or there will somehow magically reform the entire orga- 
nization. Both top executives and process owners, as well as team mem- 
bers throughout the organization, have to keep their sights on improving 
performance, not being satisfied with some one-shot salvo that sputters 
off into a change of little import. 

Above all, change managers must have the confidence to allow others 
to take charge, share authority and responsibility, and in fact take re- 
sponsibility to make sure the others are fully supported and enabled to 
deliver the value proposition. Great leadership is often most clearly seen 
in the willingness and the follow-through to plan thoughtfully and de- 
velop the capability in others to be empowered and held accountable for 
meeting performance goals. “Willingness” is a first step, but not enough 
by itself: The follow-through is critical. 
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EPILOGUE 

THE ROAD AHEAD 

ANTICIPATING AND AVOIDING PROBLEMS 
AND SEIZING OPPORTUNITIES 


To reiterate an earlier theme, this book offers no silver bullet, no magic 
potion, no quick-fix, no crepe-lined bandwagon to jump on as the parade 
passes by. The hard truth is that business solutions to organizational prob- 
lems — how to achieve maximum performance and make continual im- 
provements in the value proposition, while empowering workers and in- 
creasing their sense of accomplishment and satisfaction — require time, 
effort, commitment, and inspired leadership. In the rush to find the 
quick fix, managers often allow their expectations or their sense of what 
is required to become unrealistic. Common sense often gets lost. 

If this book could deliver only one message, it would be this: Any 
transformation of the old vertical hierarchy has to be undertaken with 
serious intent, full but realistic expectations, an eagle-eyed focus on con- 
tinuous performance improvements, a deep concern for the well-being 
of employees, and a willingness to involve all stakeholders from the be- 
ginning by sharing with them the vision, the responsibilities, and the 
rewards of the horizontally structured organization. Simply redesigning 
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core processes, in hopes that the rest of the organization will somehow 
take care of itself, makes about as much sense as pouring half the con- 
crete foundation for a new skyscraper and then trying to erect the floor 
supports and joists. 

There is no bullet, silver or otherwise, in the horizontal organization. 
I am convinced, however, that the principles of the horizontal organiza- 
tion establish a firm ground upon which to build your new organization, 
whether public or private, or transform the one you now manage. The 
principles of the horizontal organization can be applied equally well to 
the most bureaucratic of government agencies as they can to the most 
entrenched departments of a private enterprise. 

The experiences of those involved in horizontal makeovers show us 
that change leaders require months, if not years, to do the groundwork, 
prepare the foundation, and then finish putting the new structure and 
supports in place. If Rome was not built in a day, why should we expect 
anything less for some of the major institutions of modern society? 

Thorough planning and thoughtfulness, however, should never be 
confused with lethargy. Overly cautious change leaders who act with the 
speed of a glacier run a great risk of communicating indecisiveness and 
lack of discipline, the very messages that will derail a transformation of 
such importance. To succeed, leaders have to convey that sense of ur- 
gency, without which employees and other stakeholders are likely to view 
the makeover with increasing skepticism or remain utterly confused and 
bewildered. If done right, the transformation to the horizontal organi- 
zation proceeds with deliberate speed, consideration, and discipline. 

Let us have no illusions about such a change: It is analogous to a 
journey in which the destination keeps moving. Although the travel will 
become steadier the longer and farther you go, the road is sure to have 
its rough places and smooth. With the certain occurrence of more com- 
petitors, unpredictable market conditions, new regulations, and innova- 
tions in the way business is conducted, you must be always on the lookout 
for changes that will require you to adjust, refine, and improve your com- 
pany’s strategy, core processes, and all the other organizational enablers 
of performance. Above all, you must be vigilant for ways to enhance your 
organization’s performance, both short-term and long-term. 

The horizontal organization itself will not solve every business prob- 
lem, of course. It is not proposed as a panacea, nor should a change 
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management team treat it as a temporary solution to long-range prob- 
lems. As illustrated by the six organizations discussed in this book, the 
horizontal component of any one business will display certain basic sim- 
ilarities (e.g., organized around process), while also exhibiting differenc- 
es in specific application from that of its competitor or a similar company 
in another industry. The design, in other words, has to be tailored to fit 
each organization, taking into account its value proposition, goals, and 
the capabilities of its people. Uniting all stakeholders under a single vi- 
sion, integrating them with the right systems and business enablers into 
a new entity focused on continuous performance improvement, will chal- 
lenge even the most intrepid of leaders. But in their promotion of in- 
novative solutions, change managers can show a deft hand at motivating 
people both inside and outside the organization to collaborate to make 
the new organization a reality. 

Paul Allaire, CEO of Xerox, says there is an inevitable tension between 
the horizontal and the vertical aspects of a company and that people have 
to work at finding the right mix for their organization. This tension can 
manifest itself in any number of ways. For example, performance objec- 
tives may not dovetail precisely at first. As functional departments, how- 
ever, learn to partner with process owners and core process groups, the 
newly designed horizontal company will begin to see positive results in 
performance. Recall that the Xerox Corporation began seeing impressive 
results of its horizontally organized business groups, including significant 
growth in new markets, close to 170 new products launched between 1991 
and 1996, greater customer satisfaction, and a three-fold increase in earn- 
ings per share. In the public sector, OSHA has recently enhanced its 
image by moving away from the “numbers game” that only emphasized 
enforcement and to an approach that still enforces when necessary but 
now places an increased emphasis on proactively solving problems to pre- 
vent injuries, illnesses, and deaths. Where possible, OSHA acts today as 
more of a partner to businesses in a concerted effort to improve working 
conditions and save lives. Although these success stories are repeated in 
various industries, both in the public and in the private sectors, managers 
should be aware that such changes and results have to be won with hard 
work and dedication. 

Moreover, in order to ensure the success of the change, management 
needs to have in place all the “major change” fundamentals for a 
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performance-based transformation to succeed. These include the willing- 
ness to commit the energy and resources that will provide the support 
needed to enable core process teams to work collaboratively, and the 
discipline to both perform analyses systematically and follow through to 
execute and “quality control” change initiatives. Moreover, they need 
the courage to hold themselves accountable for the results of their de- 
cisions, just as empowered employees in the horizontal organization must 
be ultimately accountable for the results of their actions. 

The opportunities for a successful transformation are limited by short- 
sightedness, lack of commitment, unrealistic expectations, and the failure 
to follow through systematically over the long term. We recall also that, 
as Dichter, Gagnon, and Alexander point out, major change initiatives 
often fail because leaders too narrowly focus the change initiatives: They 
concentrate only on one or two of three axes — top-down, bottom-up, and 
across the organization — not on all three simultaneously . 1 For the change 
effort to have maximum benefit, company leaders have to show both in 
words and actions that they are fully committed to an integrated change 
effort along all three axes. 

In an article for Harvard Business Review, John Kotter offers his analysis 
of eight errors that leaders typically make in directing major transfor- 
mations. Managers, according to Kotter, frequently fail to establish a 
sense of urgency, assemble a group powerful enough to lead the change 
effort, create and communicate a vision, empower others to act, recog- 
nize and reward short-term wins, reenergize the change effort periodi- 
cally, and establish clear connections between the behavior and success . 2 
None of these failures needs to occur, however, in an organization where 
managers have systematically completed the “up-front” work to prepare 
for the change, created a specific and inspiring strategy, and persuaded 
stakeholders to lend their support to the effort. If those leaders remain 
disciplined and systematically carry out the initiatives, they can help en- 
sure the success of the change effort. 

Managers should not hesitate to experiment with assigning various 
people to core process teams as they look for that perfect combination 
of talents and skills that will enable them to deliver the value proposition. 
As Thomas Stewart points out in a recent book, experts exist here and 
there throughout the traditional vertical hierarchy. The trick is to bring 
them together in creative ways, to give them the information they need, 
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and to help them communicate with experts in other areas. And infor- 
mation technology has an essential part to play in this transformation. As 
Stewart succinctly argues, “the network’s edge is that it can deliver in- 
formation just in time, not just in case .” 3 

The most important element in a successful redesign, of course, is the 
people in your organization. Yes, it is difficult to change people’s atti- 
tudes, patterns of behavior, old habits, and mindsets; but it is not impos- 
sible. To accomplish that goal, managers need to help employees under- 
stand why a change of behavior and attitude is necessary and what 
rewards they can reasonably expect for their wholehearted participation 
and contributions to the value proposition. Furthermore, management 
can provide high-quality support to help employees develop the skills 
required to be successful in the new organization and do a superior job 
in delivering value to customers. 

As we have seen in the case of OSHA and other organizations, change 
always brings resistance. But resistance is not always a bad thing, not if it 
comes in an environment that can tolerate different points of view and 
new approaches to solving old problems. The best managers — and this is 
particularly true for a change management team — have to be willing to 
live with uncertainties, the most significant of which is that they cannot 
anticipate all the problems that the organization will encounter in its shift 
to the horizontal. A delicate balance is needed here, for management 
must deal effectively and swiftly with any resistance or problem that deep- 
ly threatens the change effort. Although they do not have all the answers 
“pre-programmed,” change managers still must work to anticipate and 
solve problems in such a way that their decisions are consistent with and 
support the objectives of the horizontal organization. 

Although a horizontal design is not suited for every company, if your 
organization experiences volatile markets, seeks to develop a distinguish- 
ing value proposition that depends on meeting cross-functional challeng- 
es, needs to offer consumers added value for their loyalty, and wants to 
provide employees with ever-increasing satisfaction about the work they 
do, then the horizontal approach can help you achieve these objectives. 
The innovative and collaborative thinking that goes into planning, or- 
ganizing, and directing a change to the horizontal offers managers and 
employees an opportunity to create a vibrant, agile, and flexible organi- 
zation for the twenty-first century. Carefully planned and orchestrated, 
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the new, more horizontal approach will find support among all stake- 
holders: Shareholders will appreciate the bottom-line benefits that come 
with competitive success; employees will find a more meaningful, satisfy- 
ing workplace; and the company, along with its suppliers and customers, 
will experience the benefits of being able to continually improve its ability 
to add value and perform. 

The change cannot come by fiat. It cannot come only from top man- 
agement, any more than it can arise only from the bottom of the vertical 
hierarchy. Both the change effort itself and the new organization born 
from the old must have full top-down, bottom-up, and cross-functional 
commitment. If done right, the integration of the fundamental principles 
of the horizontal organization will inspire the people in your organiza- 
tion, supercharge their performance, and create a winning value propo- 
sition that lifts your organization far above the competition. 
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